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Dear Fellow Stockholders

Fiscal 2012 was another record
year

for The Estee

Lauder Companies Thanks to our focused growth

strategy
and

strong
business model we achieved

sales gains in all regions and major product

categories illustrating the broad strength of our

Company and the power of our brand portfolio

For over 60 years The

Estee Lauder Companies

has been committed to

working togetheç with all

of our stakeholders

with uncompromising

ethics and integrity

Our strong performance is tribute to the

commitment and hard work of our employees the

exceptional quality of our products and services

the vision and outstanding leadership of my partner

and our President and Chief Executive Officer

Fabrizio Freda and the entire management team

This years performance built upon our prior

success and we achieved number of milestones

which enabled us to increase total stockholder

return In the process our Board authorized

two-for-one stock split and raised the dividend by

40 percent We grew net sales at double the rate of

prestige beauty worldwide and gained global

share against the competition Overall we grew

profitably in many of our most strategic areas

including our largest brands and product

categories as well as in key markets and

distribution channels such as China travel retail

and United States department stores We

continued to exercise strong
financial discipline

allowing us to invest in new capabilities to support

our strategy for the long term and advance our

Strategic Modernization Initiative SMI We are

also pleased with the progress of the newest

additions to our brand portfolio Smashbox and

Ermenegildo Zegna We believe that both of these

brands hold great potential for us and we look

forward to growing their businesses globally

As reflect on our many successes of the year

it is with heavy heart that look back on the

loss of woman who embodied the heart and

soul of The Estee Lauder Companiesmy mother

Mrs Evelyn Lauder She carried the torch of

our Companys heritage and deep family values

Over the course of her more than 50 years

with our Company she fostered in us great

appreciation for the value of relationships and the

importance of giving back to our world at large

This year as we celebrate the 20th Anniversary of



The Estee Lauder Companies Breast Cancer

Awareness BCA Campaign campaign my

mother founded we give special tribute in

celebrating her extraordinary and
inspiring life

More than anything it was her recognition of

the critical need to fight breast cancer through

medical researchan emblem of her dedication to

people and to philanthropythat has become one

of the pillars of our Companys commitment to

corporate responsibility

Company and serves as record for measuring

our progress

One of the joys of my role as Executive Chairman is

spending more time focused on relationship

building Fiscal 2012 made it more evident than

ever that the social and political boundaries of our

world are changing To sustain the success of

our business particularly in increasingly regulated

environments relationships are criticalwith our

That commitmenttoward our world our

communities and our peopleis especially

meaningful to me and am pleased with the

progress we continue to make as responsible

corporate citizens From our Companys BCA

Campaign to MACs incredibly successful VIVA

GLAM campaign and through many more

initiatives across the organization our employees

and brands have raised critical awareness and

support for key social issues in the priority areas of

womens health womens empowerment

education health and human services and global

emergency disaster relief We remain focused on

environmental stewardship efforts including water

security sustainable ingredient sourcing renewable

energy and sustainable packaging We look forward

to releasing our most comprehensive Corporate

Responsibility Report later this year which

highlights the
positive strides we are making as

Despite the global

economic and political

uncertainties that marked

fiscal 2012 we enter the

fourth year of our strategic

journey having achieved

number of record highs

employees our consumers our customers and our

communities at large Visiting local markets and

operations to meet with employees industry

leaders and consumers is an important part of my

role and one that value deeply For over 60 years

The Estee Lauder Companies has been committed

to working together with all of our stakeholders

with uncompromising ethics and integrity am

personally dedicated to strengthening that

commitment ensuring good governance and

continuing to enhance our corporate reputation

around the world



As reflect on our excellent performance in fiscal

2012 would like to express my deep appreciation

for all of the people who have contributed to our

success Despite the global economic and political

uncertainties that marked fiscal 2012 we enter the

fourth year
of our strategic journey having achieved

number of record highs This is testament to the

strength of our business model and the outstanding

leadership of Fabrizio Freda His vision thoughtful

management and disciplined focus have positioned

The Estee Lauder Companies for what believe will

be bright future am also grateful to my father

Leonard Lauder whose strength and devotion to

our Company continues to inspire us all extend

my deepest thanks to our Board of Directors and

our Executive Leadership Teamwe are fortunate

to have some of the worlds best talent helping to

guide our organization To our consumers our

suppliers our retailers and our stockholders thank

you for your ongoing loyalty and support And most

importantly would like to thank our employees

around the world for their extraordinary efforts

and contributions

look toward the next phase in our evolution with

confidence and optimism The Estee Lauder

Companies has always been unique organization

with rich heritage and the steps we have taken

over the
past

three
years

have made us stronger

than ever We finished fiscal 2012 in an enviable

position bolstered by exceptional talent and

leadership unsurpassed creativity strong balance

sheet and winning strategy that enables us to take

advantage of our biggest global opportunities
and

to ensure the sustainable profitable growth of our

business for the foreseeable future

Sincerely

William Lauder

Executive Chairman





Dear Fellow Stockholders

Thanks to the incredible focus and hard work of our

employees last year The Estee Lauder Companies

continued its powerful momentum outperforming

the global prestige beauty industry for the third
year

in row and surpassing many of our strategic

targets In all our year was marked by outstanding

achievements across our brands regions and

product categories Such success demonstrated yet

again that our disciplined strategy and the

outstanding equity of our brands have created

sustainable winning formula that has helped us

deliver another great year of record performance

This formulaour combination of innovative

products High-Touch services strategic vision and

operating excellenceresulted in impressive fiscal

2012 sales growth of 10 percent For the second

consecutive year we saw double-digit sales

increases in our largest product categories and

most important geographies We had another

outstanding year in North America for example

where we accelerated growth in our key channels

and strengthened our leadership position in
prestige

skin care In the travel retail channel we gained

share overall secured the number one position in

prestige skin care and became the leading company

in prestige makeup Simultaneously we continued

to expand our beauty leadership in China where

two of our brands Estee Lauder and La Mer

significantly outpaced the market

These meaningful accomplishments resulted from

the contributions of our more than 38000 full-time

employees each of whom plays an important role

in making this Company extraordinary To them

and to the talented senior management team

whose excellent leadership sound judgment and

increased discipline have been critical to our

sustained growth am extremely grateful

Additionally extend my deepest appreciation

for the ongoing support and partnership of

William Lauder the wisdom and guidance of

Leonard Lauder and the sage counsel provided

by our Board of Directors throughout the year

Amidst an exceptionally bright year our Company

suffered terrible lossthat of our beloved

Evelyn Lauder During her more than 50 years

with this Company she was guiding force

contributing invaluable insights through her many

positions and helping to develop some of our

most successful fragrances She was perhaps best

known for her tireless advocacy for breast cancer

awareness through The Breast Cancer Research

Foundation and The Estee Lauder Companies

Breast Cancer Awareness BCA Campaign both of

which she founded As we celebrate The Estee



Our successes over

the past year reinforce

our belief that our

strategy is working and

that we have clear

path to future growth

Lauder Companies BCA Campaigns 20th

anniversary this year we also celebrate Evelyns life

and enduring legacy was privileged to have known

her personally and am dedicated to honoring her

spirit and remembering the many gifts she gave to

our Company its family
culture and the beauty

industry at large Her strength generosity and

compassion will continue to inspire us for many

years to come

As my colleagues here at The Estee Lauder

Companies know am passionate about sailing and

am fond of drawing analogies between the business

world and the sport Both require intense focus

high-level strategy teamwork and agility like to say

that when our Company began its strategic journey

three years ago we looked for the winds of growth

and ways to improve our performance With fast

winds at our back we were able to swiftly leverage

our greatest opportunities across product

categories and geographies We have continued to

successfully navigate these winds while at the same

time building the necessary capabilities to support

our journey The result is an organization more

nimble and flexible than ever and by substantially

reducing non-value added costs we have

generated more profitable growth and reinvested

to further improve our strengths

During the year we added to our strategic plan

high-level directional growth map designed

to help us prioritize the greatest long-term

opportunities for our Company and corresponding

benchmarks against which we will measure our

success This plan acts as compass guiding us

toward what we believe will be sustainable

profitable growth for the long term Our successes

over the past year reinforce our belief that our

strategy is working and that we have clear path

to future growth

In fiscal 2012 prestige beauty grew faster than

mass in key markets around the world and our

Company was well equipped to take advantage of

that momentum Thanks to our superior products

and exceptional services we were poised to meet

the increased global demand for luxury We

delivered breakthrough innovationsEstee

Lauders Idealist Even Skintone Illuminator and

Cooling Eye Illuminator Cliniques Moisture

Surge Intense Skin Fortifying Hydrator MACs

Matchmaster SPF 15 Foundation Avedas Invati

three-step system for thinning hair and Origins

Mega-Bright Skin tone correcting serum to

name fewwhich along with our High-Touch

services delighted our loyal consumers and

enticed newcomers to prestige beauty To support



these new products we evolved our pull model

using even more creative and effective advertising

and digital strategies to drive consumers to our

stores counters retailers and online sites

As we expand our business around the world our

focus on becoming even more locally relevant

continues to pay off The beauty industry is

profoundly different across the globe and we are

deftly managing our brand and product portfolio

accordinglyinnovating more closely to where our

consumers live and shop and adjusting our services

and communications appropriately We are more

attuned to our consumers around the globe

especially those in emerging markets like China

Brazil Russia and the Middle East As result we

find that we are better able to capitalize on the most

promising opportunities with these consumers

whether they are shopping near where they live or

where they travel

We also expanded our leadership in global

prestige beauty through new and existing stores

in such locations as China Dubai and Canada

Relationships are key pillar of our business and

in fiscal 2012 we continued to build on our

relationships with some of our most important

retailers in the most promising areas for the

Company and our brands Additionally our

ctnrnc ranrnctnt ii pifliflhIc

opportunity for us to demonstrate the essence of

our brands and tap into the aspirations of our

consumers We will continue to thoughtfully

expand our retail footprint where appropriate

Another strong contributor to our success has been

the realignment of our organization to improve

efficiency and better support our global strategy

For example our Program Management Team

PMT which has helped us drive cost savings

through two dozen global initiatives has helped us

realize savings of $708 million since the beginning

of the program in fiscal 2010$145 million in fiscal

2012 alone These savings provide important

resources that allow us to make focused

investmentsfrom strengthening our strong

consumer relationship management CRM to

boosting our expertise in digitaland provide

important platforms for growth Similarly we

continue to invest in our greatest asset our people

Last year we rolled out new global leadership and

talent management programs that reinforce our

high performance learning culture which allows

creativity and innovation to flourish Combined

these efforts are driving unprecedented levels of

global success for our Company

In sum our many achievements have led us to

more clearly identify the opportunities ahead of

us market by market and region by region and

have prompted us to improve our winning business

mrdcI in rlnt niir ztrtpoiec rrnrdinjI

While our overall business is performing very

well we know the world will never be predictable



We continue to see ongoing global economic

uncertainties and volatility in certain markets

Despite these challenges we have seen that

ours is an industry of great resilience and our

consumers quest for beauty remains steadfast

It is that questfor luxury for excellence for

unparalleled servicethat should maintain
strong

long-term demand for our products And we

through each of our unique brands remain

Today we are more

committed than ever to

accelerating the expansion

of our winning business

model to all product

categories and regions

committed to fulfilling our consumers desires

wherever in the world they happen to be

We believe there is still substantial room for

growth Over the
past 60 years The Estee Lauder

Companies has built an unmatched brand
portfolio

that continues to meet and exceed the aspirations

of consumers around the world Today we are more

committed than ever to accelerating the expansion

of our winning business model to all product

categories and regions We will remain focused on

investing in our industry-leading portfolio and

adjusting our strategy to take advantage of the

fastest winds fueling global prestige beauty

For this next phase of our journey am confident

that we will continue to achieve significant success

as we have in the past by honoring our values

We believe the qualities that make this Company

unique will translate into unmistakable competitive

advantages and long-term profitable growth for our

Company and all of our stakeholders

Sincerely

Fabrizio Freda

President and Chief Executive Officer
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Fiscal 2012 Record Results1 Include

Net sales of $9.7 billion

Gross margin of 79.5%

Operating margin of 14.2%

Net earnings of $901.0 million

Diluted earnings per share of $2.27

Cash flow from operations of more than $1.1 billion

Annual dividend of $.525 per common share 40% increase

Three Year Key Financial1 Achievements

Net sales growth CAGR 9.8% more than two times as fast as global prestige beauty

Improved gross margin by 500 basis points

Cut expenses by $708 million through cost savings initiatives

Increased marketing spending by 220 basis points fueling growth momentum

Improved operating margin by 720 basis points

Net earnings growth CAGR 48%

Diluted earnings per share growth CAGR 47%

Outstanding stockholder value created

Total stockholder return of 241.7%

Increased market capitalization by $14.6 billion

Increased annual dividend 91 cash dividends totaled $461 million

Returned cash to stockholders through the Companys share repurchase

program acquiring 30.6 million common shares for approximately $1.2 billion

Before charges associated with restructuring activities

11





In Memoriam
Mrs Evelyn Lauder

1936-2011
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In addition to maintaining its position as the

number one prestige makeup brand in more than

10 ou ntries including those in North America

MA-C lx came number one in prestige beauty in

Brazil Simultaneously our Bobbi Brown La Mer

and Jo Malone brands enjoyed double-digit growth

in virtually every region La Mer achieved

tremendous gains in China outpacing the
pit stige

skin tare category lAhiIe BobS Brown made weat

strides in building on its makeup artist authority to

become the ultimate New York-chic litestyle brand

tor consumers worldwidc Overall our

ac hieven ents in theM product categories reinforce

our lead in the glob marketplace ai provide

exciting benchmarks for future success

II I.

ii
FS





1t

Ill

SI

ROvVI\ OUR E3RANES

Our iobust innovation pipeline combincd th

continued marketing support for existing products

tueled gains in our regions and for many of our

biggest brands As in recent years we tot used

on fewer bigger launches mapped to those

opportunities with the gre atest potential We

increased advertising spending across television

digital and print in select countries focusing on the

most powerful medium to best emphasizt each

brands strengths We were particularly pleased

with our strong performance in Noith Amerca

where we accelerated growth in certain key

channels and in Western Europe where we grew

our business despite sluggish economic conditions
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the progress made hrr the La Mer Erand. In mvlous

years La Mer uniquely relied on the power of its

storytelling to capture consumers Thfs year with

increas.ed investment in adverti si nn the hrand

s.uccessfullv promoted its core of .upeopotent

moisturizing products to wider gloha.i audtence

eager to experrence the rnirac.te of La er In

China in particular the hrand experience.d
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entire makc up category aemonstrating the true
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television ad to its hubb Stick Moisturizing lip

Co our balm is also showing strong results in the

1.5 particularly among younger to sumers

MAC with its roots in protessional makeup artistry

and ts fashion-forward pop-culture appcal

continued to gcncrate powerful grosv ii prestige

makc up br our Co npai Foda cC available

in ore than 1700 doors worldwidc selling oie

vi AC lipstick and onc WAC eye shadow every

two seconds Tie braid participates hO iashion

shows each
year

and in fiscal 2012 leveraged

powertul intc grated marketins campaign to drive

consumcrs to its digital tashion weik content Our

other great maki up artist brand Bobbi Brown

continued to ptrforin
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consumers And thanks to increased
digital pull

efforts the brand gained share in makeup in the

United States Through its Everything BobS blog

BobS Brown is interacting directly with consumers

InamoremeaningfulwayNotonlyisthebkgahit

with consumers the average post receives tens of

thousands of views but it provides us with

powerful listening tool As we learn more about our

consumers desires in real time we are able to

translate those insights directly into dynamic new

content across multiple platforms

In the more traditional advertising realm Tom Ford

Beauty and Smashbox successfully used print ads

this year to great succea geherating fuPthet

sales growth for some of our most exciting new

produd lines For Smashbox the powerful visuals

communicate the essence of the brands Los

Angeles photo studio heritage and DNA while

speaking to indIviduals who aspire to noment in

the spotlight Likewise the new Tom Foid Beauty

advertisements exude desire sending bold and

provocative message about the collections

wardrobe of luxurious sensuous makeup and

hiperforrnance skin trºatnients

RIGHT For Tom Ford BeautyCosmetics Collection

there is no more dramatic accessory than perfect ftp
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Sele tive distribution sanes gnitft antly co ntry

and are lE seraging those ditteren es to

ac elerate our growth Lhat is especially trac in

thc fastest-growing channels globa ly e- and

rn-c ommerce and specalty niultebrand retail In

North America we SUC esstully strer gthened our

disthrough Sephora and other speciaIt

muln-brand retailers while we conflnued to gro in

our ore department store channel Our biggest

brands worked closely with key reta lers to rnproe

na gation and rnerdandsing whils enhancing the

shoppng cwperience br consumers Bun blc and

bumble Origns Srnashbox and Bobhi Brown werc

cspe iaIl suc essful in
spc alty multi-brand

retailers by reatnig attention-grabbing and

authoritatise displays that helped establish these

brands as produc t-category
anchors rn thc channel
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We continued to enhance our relatioi hip with

pe lag conet and ii uanct reaiI

Partumerie Douglas In Germany GoodSkun labs

whic oilers range ot reeted skin care products

currently represents tour ot the top 10 selling

products in this important retaikr With louglas

we have improved our position as leader in skin

care across the continent adding momentum to

our ow rail European business

Driven in part by multi-brand e-commerc.e sites

online is becoming the fastest-growing channel

globally for btauty In China where online sales

account tor an estimated 50
perc ent of beauty

purchases we stepped up oui efforts to reach new

consumers areas where traditional distribution

is limited last yea our onlne business
globally

grew by 24 percent and today we have oser 340

marketing and e-commerc sites across more than

30 countiies We will coninue to accelt rate

development ot our apabilitits to keep winning in

this important channel

iS ti

rrskiin.tch
ii al

Company-operated stores represent om el.ing

g.c%sh 1ppo1tdnity fo Du it tisal wc

continued to devtlop md imple nc nt our rctail

slorc strategy on global bn in the most

promising countries for our brands and our

business These stores will continue to be key

opportunity for growth in the luxury spacc

especially in those markets without established

and robust prestige distribution Because we can

design and own the entire in-store expericnce

these stores enable us to express our brands equity

in the most meaningful ways establishing stronger

nd more direct connection with consumers

39
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re launched Em grido leg rxury

rgr mr us are pP dft mc at ou tote

orimpany sales Br azr gres ftc trmn thu rate

he our trys OV be Uk sewtiere ir

atm Anierme Es ee ruder npan us idded

Mexe alon gside Ve zuek nd Peru to the

ros er ol eowr wi crc are tn lurnI one

pres rg be ofi sn

nr rlssy as II ir nr rar

rmnp rtant cmi rg arkets En 4U ocuarne the

flu iiber one prestmg skr aft tw tuft fit brar in

km ssma ouritry
whee our ar cc rds nave

hrstore all de fl wc tie Midde East the

sec mci
lryest nerging ark or estge

beauty Jo Malone arid Bohb Brown ope ied

cxc it op ie stores coritmnue to bele cc that

ti Middi Eastcr corisunr atfumit for luxury

products nc expcrren es promisus smgnii lt

grow potentral in the fu ure
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on ncssaag ope cc cc ear5

oppn tan ics ti it iv grcc ae oig Ic ca

ct

Once in thc iii jor on ai dinb ugh- Rn

ervi es id
spc

ci ccc nts cc as vp-

maken mc ist ions and inc Fir
gc

digital spays ft edit ite cons ticin inc

an thc ex cc nc ew irks oF

Ken cdv crnatioi al Airport onr advc tisirig

ci torts shill in langu ge as he day progresses

from Enyl 55 tn Chinese to French catering to

consumers we know are ftc
ly passing throngh the

interna ional Fe rmi al

As result travel retail has hcc ome vital

ac elcrator for many of onr hrands and products

helpirK tO had strong hrad sarenecc For

example stee auder Clinique and Bodhi Brown

BB creams all of which originally launched in travel

retail have spurred sales growth tor these hrands

as sve continue their rollouts around the world

Already we touch millions of passengers
around the

world each oar and hy 2022 we heliove the travel

retail channel will approach the size of the Western

Lu opean market the largest prestige heautf

an opportunty we intend to maximize

bF OCU vOkE

LOCk KLL \\NJ

cc oeaumv markei vanes profoundly arocn id We

world As we expand into new countries and

terntones we maintain our focus on delighting

consumers at local level From Shanghai to apc

lowr mci Chic ago ear cinsumer as difterent

needs and
aspirations

We continue to box for ways

cc tiCc
ci hc cm om Ic cml

ond Rn nitchi cr
49



2P

sJcrc

In

ur

1.
ii 1TIl

IIC.

ec

tM

us

41 lbt

%4

C-

p4

-C Is Cci

hc

tnt 11

caC .1

ii

Sat

.1

LS

CI

.%

4%

StE bC.fl r4
%1

CC 1t

SI

is

ri

Ir 4CC

itt

f/i
SI

gi

.4

.cp bit 51







1.1

r.i

91 Str NbS ok

\cross the world arc thu cd witi tht

us tu al and ctFric ivers ty or our coi samcrs and

co itinuc to develop our brands Wi their spec.i it

neec in mind Rcei fl by region market

niarkct we are working to rec.h new consumeis

Of cou se WE CO di wc to adjust our jobal

product out rings to be even more locally relevant

we remain comi lit Ct to presering the intewitv

ot ou brands cquit while coninuing to deliver

cost efhciendes

L\OLVI\C rilGil 101

Our commitment to de nering outstanding

personalized High-louc servke is maering

High-Touch defines our phi osophy toward our

onsumer and is tundamental to our uusries

odd br mon than 60 ycas or unparalle cc1

Fligh-louc services have distinguished us trom

out competitors Connectins with the consumer

in an intensely pt rsona way that exceeds

her expectations is essential ft ou tuturt as we

frue tu draw soinc tt pt st baat

our brands

lniquc.s Shades tor Atrica ou ldc tic proran

showcased tie brands extensive iaoe rang

hiuhligl ting
bc onsun en ried sP ton anc

beaut needs similar proam was succcsslu ly

executed in thc Middle as called Shades or

Arabia By understai din the key irners our

consumers dsres and aspiratio.iswhcther is

an affinity for aftc oons at the beach or tor ocal

scentswe are able to create pioducts they could

not have ima4incd today and cannot imagim living

without tomorrow

In addition to debeloping an increasing
number

ot locally reles ant produc ts we tailor our

communications to local languages and tastes to

ensure our signature High-touch services are

respectful oi each markc ls specific cultural ioi us

MA makeup stations the Middle last enable

consumer to try our pioducts in tie
privacy

of

special rooms and Bobbi Brown countc rs China

utilize Skin Care Apothcc ary concept attuned

tu the iidvistion id biuwsiuug prcseut.uitcn UI

local consumers

.c





sc 2012 we rrcwcc cur cot unti ie to

strengtheni out so est or it nsun oy

mc as ii our sers ccc dc cers ts tt has heen

xhilara rn to iiagiic new \S to so cc this

oerienc ruts gr no ide aod tech ology

nto on stores cud Pins pot its ot is As ross thc

ol mproc ed 01 nter desgn cc rc cndising

arid nac igation ins orpor ti ig digit echnologv

and Os ttor refi iing re 2l
experts ses to mats our

consumers shopp ng prefe ens es

hr ique has employed this cons ept cvi

tremendous succ ess hed oftic ally last
year in

stores the new hnique Apple iPad Sk Care

Diagnostic app allows consumers to identity heir

spec fi sUn care onceraD aad res oumend

optimal product ombna ions designed for each

individual app offers more than 180000

product ombinations arid ens ourages return visits

with rsonalized printouts and follow-up emails

This year it was introduced in Germany and

HolUnd bringing individcralized skin care 2dcic ccc

more consumers

In Europe Darphin enhanced its selling nac igation

system in the pharmacy channel enabling new arid

existing Darphin consums rs to more asily identify

and try products that target specific skin oncerns

And in the United Kingdom the comhrnation of

smarter sampling hctter High-Touch experiences

and effec tive consumer relat onship management

programs is rcsulting in as celerated growth tor

ta \iec

Hf
tO No tv
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FEATUREDIASS

Beauty

Fashpn

Makeup

Fashon Week

MAC

Backstage

MAC Cosmets

NYFW

RTW Speeg 2012

MPh

PFW

ISW

Giambattista Valli Path Haute Gouture Fashion Week

Alexis Mobil/c Paris Haute Couture lahion Wee/i
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In fisa 2012 we tapped deeper into tehnology

to bette ommunmate and onnect with our

consumers across many of our brands We

ac elerated our somal medm activity engaging

more consumers through Hogs Tweets and

Facehook postings Estee Lauder fIagshp of

the beauty Iands ape for more than 60 years

partnered aith Gus st Biogger Emily Schuman ot

upakes and Cashmere to bring fresh voc

to the brand partk ularly among youngc women

As result hundreds ol thousands of onsumers

ere ntrodued to Estee Lauder products for the

sr irna
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As we move forward ss ith ur nn ig ategy we

building tie capabihties md riodernz the

systems that should mllow us to serage our

greatest gowtli opportunities br the long term

While preserving the uruque ulture of our

Company and strengthening the powerful equity ol

our brands we continued to align our orgamzation

to our strategy Our revitahzed organiiational

design is working well and we are more integrated

and agile than eser before The work that has

gone into our organi7ational alignment snce we

began our strategic journey is the result of strong

leadership and spinted collaboration and we are

pleased with the improvements we have made in

service delisery and in dnving coordinated efforts

across the orgamLation We believe we can always

be better and we are committed to seeking ways to

improve our Company on or going basis

Successful operation on global scale requires

ommuniation and transparency at all levels and

we continue to make important organiLational

enhancements to improve the way our business

runs Through our Strategic Modernization litiative

SMI we are leseraging people processes and

technology to increase visibility anc andardization

it ml

ft ci
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Pure Color
Incredibly LongLasting Nail Lacquer
New Colors by Tom Pecheux
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Eiabci in put SW we cot ut to niLe

lug en.iince its our lobi lain

with x.us or impri ec istonier sc ic sfet

and alltr to lx support our p0th tIe .rowlh

sir tgv or the ot Wi he emova

struc.tu al roadblocks egion it 100 ii center

arc bcconiing betftr able to quickuv respond

to shit arlats ant de nat opt mizing

cistribution nto onc eitk it iii nc iwork We ontinuc

to consolidate our suppiier bas It oct on

re itionship
build ng with ewer iort stritegir

suppliers which rcsulting in bE ter collaboratior

md shared st ISC ot suc c.css We closed sesen

dist- bution centers fiscal 20 lA consol dating

ted tin operations vith nc businss ir tc rruption

and onti ue to cL optonide .cr .akn4

ee .reater in piovc men

We so have de gi ka Wit cc in buiding

our digital and consuniti nights capabiht cs

at ross the orani/ition With each passing ear we

find ot consumers arc reasin4y mobilc diverse

and accessible hey trequent not only traditiot ml

High-Touch depai tment store coun ers but also our

growing number cM stand-alone ietail formats And

Irom their burnt or mobile device the can access

\tvt Ii rcascdnsghttc

cd OflSuflf

ItIat shlpncr ccmc

pahllitis today

II II t.httcr
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sk Is and experose to bold soc cesslul md fulblling

wer belk ye car employee brings uniqr

ent and vers experiences that propel meativity

ad innovaflon hallmark ol our Success Inclus on

tural extension of how we work together nd

coa age all OUI employees to create to

nnos atc be enO epreneurs ar contnbutc

their vmwponts co ss hin and beyond the

framework of their roles and
respo

sbiltes

ftfl

CU

rc ss Up to bnng an greater is ersit of

perspec ives ocr ss ork oree es ving our global

umna rc so irc functio to ttrac lent Iron all

lers 01 th obe leveraging
tI skil

exp ccc anc iquc perspeeti es ot verse

and relcsise ple ss \P 3r huttu ble

tc reeogniz oppo trinities mc 055 tl dlobal

in ir eIplac and nice tI iI im0 needs ot U1

onsumc rs foste
iilg oi ganixa that

cyclops
and

leverages
the inc ividual sr ngths of

or eo vse ven preac abTt7 adapt

nd On changing auty Ia mdseap





outlook

The Estee Lauder Co upanies the globa Ie de in

prestigc beaut and ocr bc us on beir6 wcll

diversified brand-b ildin power iouse unriva cxl

crcat wtv anc nnovation is unwavei As oui

cot tinued success durng ytar of obal economic

challenes and volatility emon rates wc ave

dcvi loped winning business model and be liese

we are well positioned in tuture suc cc ss As we

accelernc the expansion our model all

product Cc tegories anc regions we will continue to

maint4 ii our steadfast commitment to prestige

beauty rc silient market cegme it that ofters

attrc Li lonb-term grow potenia to sustait

our results sse will continuc to draw on tic

st enbths that distinu ci- us trom the comptti ion

and keep us in the leadbrand by ni
region

regbn and niulcet by rkc.t At the sane time

we continue to monitor risks that mas imp itt

our business such as Challenging macroeconomic

conditions changes in whcre and how onsumers

shop lot our prociucts the actsities 01 competitor

id our ability to execute and achieve our

corporate strategy

%\c cut com.Titec ngourprol

dsancng oi crc up in presttzc air Cc tl

bgesta stcst-owntloba bcauiy cicy

vithexccllentqlobalgnnthpottnte Ten owe
ire honi ig it on the pro nising opportu iitic.s

us ns iasights to un ock innovation aid attr ict ness

consumc.rs to oui xai ds \tw cha mel cynamics

are enab ink to ace tIer te our capablitics in kcy

countries across the globe he outstandng quality

ur products and unsurpc ssed High-louc

services will continue to ay key role or us

these channels as we become mot competitisc

As we deeptn our understanding 01 consume

behavi xs around the work we re foc using our

creatvity on reaching consun ers in ness aad

iferent ways Thc cc nsumc in Chna or ex mp

ourig .me disc rnng 54e tan nnaaae he ti.th

holsti expenc nce ontorming the tradtional re

tormat and shop ig
envi 01 mient to her tastes

whether at ome or ss hile tr iveling In Europt

tI othu hand whc re thc level of sophistic4 Con

in the pharn it chaanel is unique we re

working mard to revitalize the experience in these

environments We continue to develop suite

01 onlinc sen ices multinsua sic bsites virtuc

makeup onsultations dynamic soc al content

digital diagnostic tools intelligent and inventive

appso satiI gyown digital charnel In all our

efforts we will maintain steady eye on our
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LSTFEE \LDER

or iCC IS 10 Cf 04

a4SIi stE np ft

Estc ouc er products sold ors toar 133

id rritories ies it olog

cs ed hgt ierf rn at oduc rs tI

Ic for inn is at at on nd supet io

qm nts st produc en 01 the

most cone ktt cat iiakeup md
rag aoc

toduus tnc mdi \dv nccd Night Rc pat

nc nroniLc Pr covr onplr ti 1st rs et

Ski itone Illumtnato ible Wear id Put olor

and has two out of the op to gratic es in

nited St Ites Beautitul and p/s asurl

ARA \4 IS

troda 904 Aratae ss tm prctig

men fragrance to ne sold in department stores

It ts sold to than /0 countrtes ar terrttores

worldwide Orantis poneered preslige or ns

grootntag with its me ster plan tha introduced

20 ue products Toda7 it re iiatns sw cesstul

through its strong brand idenitty and con inues as

ss mbol of classic masculi itty and sophisttc itto

INIQUE

liitque ss as founded in 968 as the first

dc
rmatologist- re ated pmstge costnett mnd

Sold itt toot than 50 oLtntrtes and territories

ltniques missio today rematns what it was from

the bc4intltrtg provtde the htghest lit3
and

miost cifee tive products to eol taoce evet kin
type

and concern The branchs ctstonitLed apprm oh

and qualit7 produc is all rnetic ulously tested and

iretuhls formulated sm tth th latest sc tenc

have made Cltntque one of the leading in care

uh tttcs to toe Every comc cser

fort ula ts lergv Tested id 99 agran Free

arami



SFR1ES SKINCARE FOR MEN

Lab Sedes Skiocare far Men was intrO.dtO.ed I\/

Aramis in 19871 it is sold to mnre than 33 ccutrtries

nd territories won n.lwtde Tb bran ds team of

scientists researchers and skin care spec.iatbts use

mode rn technology advanced ingredients and th.e

iatest resea.rch on mens physiological ..nd lifestyle

needs to develop prodn.cts with proven resmrttr

that spec.tc.afly target t.he kin care concern.s ot

rnod.ern men

Oiin oduc 1998 th .i

doOm it Un nd Id
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Te rcd is eC ci no
ararl cf ornds ii l9 and is ca rent sold

on es ar ternt ar nd the ssor As

produ es rnnovatt lan0baS il pr tess ar

onse air re are body ca sp

al eup sty as

pr
soonal har okr The inc hrghper1 rnring

Pr
du UlIrlIS the hr inds soor

01 ens ron iien tal and comm rir Ic ic rs ip

and resp insrbrhty

jO MALONt

The stee aUc er or ipa iies Icc acquired Jo Malone

in YOo and it avalanle touay irr ow 23 uuntriw

and territores The British lifestyle brand is known

br its unique fragrance portfolio
and luxury

products br the bath body arid home Rewrrtrng

thc rules of perfunier3 by mixi ig unexpc ted

ornbinations ot ingredients
arid providing elegant

yet aytul concepts where ent used with

abannon he worle of Jo Malone continues tn

ins iire loyal followrng

BUMBLE AND BUMBLE

The stec iuder Companies Inc ac qurrcd rts nrtial

interest in Bumble arid buriible ri 200t and th

brand was fully integrated ri 2006 It is sold ii over

20 countrres arid territories The New York-based

hair tre arid educatron oripany creates hrdh

quality hair cao and sty irig products distrrbuted

through top-tie salons arid select prestrge retai ers

Products are salon and stylist and ound

bar kstage at bashnon shows pho shoots arid

irid rlr sets
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FIR resl inc Fkedp oFF toF

CS 1F IC gc tF Has Dl ld

11 solo bIN dF coo nia ed
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Net Earnings

$856.9 Million

i1iI
2008 2009 20 20 2012

Diluted Net Earnings
020 119 1.74 216

Per CommonShare

$2.16

III
2008 2009 2010 2011 2112

Operating Working Capital
210 180 147

Accounts Receivable Plus Inventory

Less Accounts Payable

16.0%
11111

2118 2009 2011 2011 2012
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SELECTED FINANCIAL DATA

The table below summarizes selected financial information For further information refer to the audited consolidated

financial statements and the notes thereto beginning on page 123 of this report

YEARENDEDORATJUNE3O 2O12 2011 2010 2009 2008

In millions except per share data

STATEMENT OF EARNINGS DATA

Net sales $971 3.6 $8810.0 $7795.8 $7323.8 $791 0.8

Gross profit 7717.8 6873.1 5966.4 5442.2 5914.0

Operating income 1311.7 1089.4 789.9 418.4 810.7

Interest expense netth 61.1 63.9 74.3 75.7 66.8

Interest
expense

on debt extinguishment 27.3

Other income 10.5

Earnings before income taxes 1261.1 1025.5 688.3 342.7 743.9

Provision for income taxes 400.6 321.7 205.9 115.9 259.9

Net earnings 860.5 703.8 482.4 226.8 484.0

Net earnings attributable to noncontrolling interests 3.6 3.0 4.1 8.4 10.2

Net earnings attributable to The Estee Lauder

Companies Inc 856.9 700.8 478.3 218.4 473.8

CASH FLOW DATA

Net cash flows provided by operating activities $1126.7 $1027.0 956.7 696.0 690.1

Net cash flows used for investing activities 428.3 606.9 281.4 339.5 478.5

Net cash flows provided by used for financing activities 585.1 313.1 406.1 125.8 78.1

PER SHARE DATA

Net earnings attributable to The Estee Lauder

Companies Inc per common share

Basic 2.20 1.78 1.21 0.56 1.22

Diluted 2.16 1.74 1.19 0.55 1.20

Weighted-average common shares outstanding

Basic 388.7 394.0 395.4 392.6 387.8

Diluted 397.0 402.4 401.5 395.5 394.2

Cash dividends declared per common share .525 .375 .275 .275 .275

BALANCE SHEET DATA

Working capital $1729.3 $1743.2 $1548.8 $1453.3 $1088.0

Total assets 6593.0 6273.9 5335.6 5176.6 5011.2

Total debt5 1288.1 1218.1 1228.4 1421.4 1196.9

Stockholders equityThe Estee Lauder Companies Inc 2733.2 2629.4 1948.4 1640.0 1653.2

Fiscal 2012 results included $44.1 million after tax or $11 per diluted share related to charges associated with restructuring activities Fiscal 2011

results included $41.7 million after tax or $10 per diluted share related to total charges associated with restructuring activities Fiscal 2010 results

included $55.9 million after tax or $14 per diluted share related to total charges associated with restructuring activities Fiscal 2009 results included

$61.7 million after tax or $16 per diluted share related to total charges associated with restructuring activities

In November 2008 we issued and sold $300.0 million of 7.75% Senior Notes due November 2013 in public offering We used the net proceeds

of this offering to repay then-outstanding commercial paper balances upon their maturity

On May 24 2010 we completed cash tender offer for $130.0 million principal amount of our 2012 Senior Notes at price of 108.500% of the

principal amount and for $69.9 million principal amount of our 2013 Senior Notes at tender price of 118.813% of the principal amount During

the fourth quarter of fiscal 2010 we recorded pre-tax expense on the extinguishment of debt of $27.3 million representing the tender premium the

pro-rata write-off of unamortized terminated interest rate swap issuance costs and debt discount and tender offer costs associated with both

series of notes

In November 2011 we settled commercial dispute with third parties that was outside our normal operations In connection therewith we

received $10.5 million cash payment which has been classified as other income in our consolidated statement of earnings
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MANAGEMENTS DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

CRITICAI ACCOUNTING POtJCIES

AND ESTIMATES

The discussion and analysis of our financial condition at

June 30 2012 and our results of operations for the three

fiscal years ended June 30 2012 are based upon our con

solidated financial statements which have been prepared

in conformity with U.S generally accepted accounting

principles The preparation of these financial statements

requires us to make estimates and assumptions that affect

the amounts of assets liabilities revenues and expenses

reported in those financial statements These estimates

and assumptions can be subjective and complex and

consequently actual results could differ from those esti

mates Our most critical accounting policies relate to

revenue recognition inventory pension and other post-

retirement benefit costs goodwill other
intangible assets

and long-lived assets income taxes and derivatives

Management of the Company has discussed the selec

tion of significant accounting policies and the effect of

estimates with the Audit Committee of the Companys

Board of Directors

REVENUE RECOGNITION

Revenues from product sales are recognized upon

transfer of ownership including passage of title to the

customer and transfer of the risk of loss related to those

goods In the Americas region sales are generally recog

nized at the time the product is shipped to the customer

and in the Europe the Middle East Africa and Asia/

Pacific regions sales are generally recognized based

upon the customers receipt In certain circumstances

transfer of title takes place at the point of sale for exam

ple at our retail stores

Revenues are reported on net sales basis which is

computed by deducting from gross sales the amount of

actual product returns received discounts incentive

arrangements with retailers and an amount established for

anticipated product returns Our practice is to accept

product returns from retailers only if properly requested

authorized and approved In accepting returns we

typically provide credit to the retailer against accounts

receivable from that retailer As percentage of
gross

sales returns were 3.5% in fiscal 2012 and 2011 and 4.3%

in fiscal 2010 The improvement from fiscal 2010 reflects

efforts to work with our customers to improve their

forecasting and product mix to better address their

inventory requirements

Our sales return accrual is subjective critical estimate

that has direct impact on reported net sales This accrual

is calculated based on history of actual returns esti

mated future returns and information provided by retailers

regarding their inventory levels Consideration of these

factors results in an accrual for anticipated sales returns

that reflects increases or decreases related to seasonal

fluctuations Experience has shown relationship between

retailer inventory levels and sales returns in the subse

quent period as well as consistent pattern of returns

due to the seasonal nature of our business In addition

as necessary specific accruals may be established for

significant future known or anticipated events The

types of known or anticipated events that we have con

sidered and will continue to consider include but are

not limited to the financial condition of our customers

store closings by retailers changes in the retail environ

ment and our decision to continue to support new and

existing products

In the ordinary course of business we have established

an allowance for doubtful accounts and customer deduc

tions based upon the evaluation of accounts receivable

aging specific exposures and historical trends Our allow

ance for doubtful accounts and customer deductions is

subjective critical estimate that has direct impact on

reported net earnings The allowance for doubtful

accounts was $31.1 million and $33.9 million as of

June 30 2012 and 2011 respectively The allowance for

doubtful accounts was reduced by $13.8 million $9.9

million and $15.8 million for customer deductions and

write-offs in fiscal 2012 2011 and 2010 respectively

and increased by $11.0 million $9.5 million and $8.7 mil

lion for additional provisions in fiscal 2012 2011 and

2010 respectively

INVENTORY

We state our inventory at the lower of cost or fair-market

value with cost being based on standard cost which

approximates actual cost on the first-in first-out FIFO

method We believe this method most closely matches

the flow of our products from manufacture through sale

The reported net value of our inventory includes saleable

products promotional products raw materials and corn

ponentry and work in
process

that will be sold or used in

future periods Inventory cost includes raw materials

direct labor and overhead as well as inbound freight

Manufacturing overhead is allocated to the cost of inven

tory based on the normal production capacity Unallo

cated overhead during periods of abnormally low

production levels are recognized as cost of sales in the

period in which they are incurred

We also record an inventory obsolescence reserve

which represents the difference between the cost of the

inventory and its estimated realizable value based

on various product sales projections This reserve is
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calculated using an estimated obsolescence percentage

applied to the inventory based on age historical trends

and requirements to support forecasted sales In addition

and as necessary we may establish specific reserves for

future known or anticipated events

PENSION AND OTHER POST-RETIREMENT

BENEFIT COSTS

We offer the following benefits to some or all of our

employees domestic trust-based noncontributory qual

ified defined benefit pension plan U.S Qualified Plan

and an unfunded non-qualified domestic noncontributory

pension plan to provide benefits in excess of statutory

limitations collectively with the U.S Qualified Plan the

Domestic Plans domestic contributory defined con

tribution plan international pension plans which
vary by

country consisting of both defined benefit and defined con

tribution pension plans deferred compensation arrange

ments and certain other post-retirement benefit plans

The amounts needed to fund future payouts under

these plans are subject to numerous assumptions and

variables Certain significant variables require us to make

assumptions that are within our control such as an antici

pated discount rate expected rate of return on plan assets

and future compensation levels We evaluate these

assumptions with our actuarial advisors and select

assumptions that we believe reflect the economics under

lying our pension and post-retirement obligations While

we believe these assumptions are within accepted indus

try ranges an increase or decrease in the assumptions or

economic events outside our control could have direct

impact on reported net earnings

The discount rate for each plan used for determining

future net periodic benefit cost is based on review of

highly rated long-term bonds For fiscal 2012 we used

discount rate for our Domestic Plans of 5.40% and vary

ing rates on our international plans of between 1.25% and

8.25% The discount rate for our Domestic Plans is based

on bond portfolio that includes only long-term bonds

with an Aa rating or equivalent from major rating

agency We believe the timing and amount of cash flows

related to the bonds included in this portfolio is expected

to match the estimated defined benefit payment streams

of our Domestic Plans For fiscal 2012 we used an

7OL f-..
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Qualified Plan and varying rates of between 2.00% and

8.25% for our international plans In determining the long-

term rate of return for plan we consider the historical

rates of return the nature of the plans investments and

an expectation for the plans investment strategies

See Note 13Pension Deferred Compensation and

Post-retirement Benefit Plans of Notes to Consolidated

Financial Statements for details regarding the nature of

our pension and post-retirement plan investments The

difference between actual and expected return on plan

assets is reported as component of accumulated other

comprehensive income Those gains/losses that are sub

ject to amortization over future periods will be recog

nized as component of the net periodic benefit cost in

such future periods For fiscal 2012 our pension plans had

actual return on assets of approximately $76 million as

compared with expected return on assets of approxi

mately $60 million which resulted in net deferred gain

of approximately $16 million substantially all of which is

currently subject to be amortized over periods ranging

from approximately to 22 years The actual return on

plan assets was primarily related to the strong perfor

mance of the fixed income investments during the past

fiscal year

25 basis-point change in the discount rate or the

expected rate of return on plan assets would have had the

following effect on fiscal 2012 pension expense

25 Basis-Point 25 Basis-Point

Increase Decrease

In millions

Discount rate $3.4 $3.3

Expected return on assets $2.2 $2.2

Our post-retirement plans are comprised of health care

plans that could be impacted by health care cost trend

rates which may have significant effect on the amounts

reported one-percentage-point change in assumed

health care cost trend rates for fiscal 2012 would have had

the following effects

In millions

Effect on total service

and interest costs 1.2 1.0

Effect on post-retirement

benefit obligations $1 3.9 $1 2.6

For fiscal 2013 we are using discount rate for the

Domestic Plans of 3.90% and varying rates for our inter

national plans of between 1.00% and 7.00% We are using

an expected return on plan assets of 7.50% for the U.S

.-.Ir-.-1 nI..- -..-..-J -... ..-..-_ .--.s-.-. 4.-.. .-. .. .-.-..-.-
LudIIIleu Idi cli lu VdI

yui
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I.JCI

sion plans of between 2.2 5% and 7.00% The net change

in these assumptions from those used in fiscal 2012 will

result in an increase in pension expense of approximately

$19 million in fiscal 2013 We will continue to monitor the

market conditions relative to these assumptions and

adjust them accordingly

One-Percentage-

Point Increase

One-Percentage-

Point Decrease
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GOODWILL OTHER INTANGIBLE ASSETS AND
LONG-LIVED ASSETS

Goodwill is calculated as the excess of the cost of pur

chased businesses over the fair value of their underlying

net assets Other indefinite-lived intangible assets princi

pally consist of trademarks Goodwill and other indefinite-

lived intangible assets are not amortized

We assess goodwill and other indefinite-lived intangi

bles at least annually for impairment as of the beginning

of the fiscal fourth quarter or more frequently if certain

events or circumstances exist We test goodwill for impair

ment at the
reporting unit level which is one level below

our operating segments We identify our reporting units

by assessing whether the components of our operating

segments constitute businesses for which discrete finan

cial information is available and management of each

reporting unit regularly reviews the operating results of

those components We make certain judgments and

assumptions in allocating assets and liabilities to deter

mine carrying values for our reporting units Impairment

testing is performed in two steps we determine if an

indication of impairment exists by comparing the fair

value of reporting unit with its carrying value and ii if

there is an impairment we measure the amount of impair

ment loss by comparing the implied fair value of goodwill

with the carrying amount of that goodwill The impair

ment test for indefinite-lived intangible assets encom

passes calculating fair value of an indefinite-lived

intangible asset and comparing the fair value to its carry

ing value If the carrying value exceeds the fair value an

impairment charge is recorded

Testing goodwill for impairment requires us to estimate

fair values of reporting units using significant estimates

and assumptions The assumptions made will impact the

outcome and ultimate results of the testing We use

industry accepted valuation models and set criteria that

are reviewed and approved by various levels of manage

ment and in certain instances we engage third-party

valuation specialists for advice To determine fair value of

the
reporting unit we generally use an equal weighting of

the income and market approaches In certain circum

stances equal weighting will not be applied if one of

these methods may be less applicable e.g only the

income approach would be used for reporting units with

existing negative margins We believe both approaches

are equally relevant and the most reliable indications of

fair value because the fair value of product or service

companies is more dependent on the ability to generate

earnings than on the value of the assets used in the pro

duction process

Under the income approach we determine fair value

using discounted cash flow method projecting future

cash flows of each
reporting unit as well as terminal

value and discounting such cash flows at rate of return

that reflects the relative risk of the cash flows Under the

market approach we utilize information from comparable

publicly traded companies with similar operating and

investment characteristics as the reporting units which

creates valuation multiples that are applied to the operat

ing performance of the reporting unit being tested to

value the reporting unit

The key estimates and factors used in these two

approaches include but are not limited to revenue

growth rates and profit margins based on internal fore

casts terminal value the weighted-average cost of capital

used to discount future cash flows and comparable

market multiples The fiscal 2012 compound annual

growth rate of sales for the first five to eight years
of our

projections as considered appropriate for the individual

reporting units ranged between 5% and 18% with the

higher growth rates in those reporting units that start with

the smallest base in fiscal 2012 The fiscal 2011 com

pound annual growth rate of sales for the first five to eight

years of our projections ranged between 3% and 19%

with the higher growth rates in those reporting units that

start with the smallest base in fiscal 2011 For reporting

units with positive earnings growth in the corresponding

earnings before interest and taxes ranged from 7% to 47%

in fiscal 2012 as compared with 6% to 109% in fiscal 2011

The terminal growth rates were projected at 3% after five

to eight years
in fiscal 2012 and fiscal 2011 which reflects

our estimate of long term market and gross domestic

product growth The weighted-average cost of capital

used to discount future cash flows ranged from 8%

to 16% in fiscal 2012 as compared with 7.5% to 16% in

fiscal 2011 The range of market multiples used in our fis

cal 2012 impairment testing was from 1.7 to 3.3 times

trailing-twelve-month sales and 10.0 to 12.5 times trailing-

twelve-month earnings before interest taxes and depre

ciatinn and amnrti7ation The range of market multiples

used in our fiscal 2011 impairment testing was from 1.5 to

times trailing-twelve-month sales and between 11 to 12

times trailing-twelve-month earnings before interest taxes

and depreciation and amortization Future changes in

these estimates and assumptions could materially affect

the results of our reviews for impairment of goodwill

However decrease of 100 basis points in our terminal

growth rate or an increase of 100 basis points in our

weighted-average cost of capital would still result in fair

value calculation exceeding our book value for each of

our reporting units except for the Darphin reporting unit
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for which decrease of 75 basis
points in our terminal

growth rate would still result in fair value calculation

exceeding its book value Changes in the valuation

assumptions from those used in the prior year primarily

reflect the impact of the current economic environment

on the reporting units and their projected future results

of operations

To determine fair value of other indefinite-lived intan

gible assets we use an income approach the relief-from-

royalty method This method assumes that in lieu of

ownership third party would be willing to pay royalty

in order to obtain the rights to use the comparable asset

Other indefinite-lived intangible assets fair values require

significant judgments in determining both the assets

estimated cash flows as well as the appropriate discount

and royalty rates applied to those cash flows to determine

fair value Changes in such estimates or the application of

alternative assumptions could produce significantly

different results The fiscal 2012 and 2011 terminal growth

rate applied to future cash flows was 3% and the fiscal

2012 and 2011 discount rates ranged from 10% to 18%

The fiscal 2012 and 2011 royalty rates ranged from

0.5% to 12%

We review long-lived assets for impairment whenever

events or changes in circumstances indicate that the car

rying amount may not be recoverable When such events

or changes in circumstances occur recoverability test is

performed comparing projected undiscounted cash flows

from the use and eventual disposition of an asset or asset

group to its carrying value If the projected undiscounted

cash flows are less than the carrying value an impairment

would be recorded for the excess of the carrying value

over the fair value which is determined by discounting

future cash flows

INCOME TAXES

We account for income taxes using an asset and liability

approach that requires the recognition of deferred tax

assets and liabilities for the expected future tax conse

quences of events that have been recognized in our con

solidated financial statements or tax returns As of June

30 2012 we have current net deferred tax assets of

$247.8 million and non-current net deferred tax assets of

$103.1 million The net deferred tax assets assume suffi

cient future earnings for their realization as well as the

continued application of currently anticipated tax rates

Included in net deferred tax assets is valuation allow

ance of $73.2 million for deferred tax assets where man

agement believes it is more-likely-than-not that the

deferred tax assets will not be realized in the relevant

jurisdiction Based on our assessments no additional

valuation allowance is required If we determine that

deferred tax asset will not be realizable an adjustment to

the deferred tax asset will result in reduction of net earn

ings at that time

We provide tax reserves for U.S federal state local

and foreign exposures relating to periods subject to audit

The development of reserves for these exposures requires

judgments about tax issues potential outcomes and tim

ing and is subjective critical estimate We assess our tax

positions and record tax benefits for all years subject to

examination based upon managements evaluation of

the facts circumstances and information available at the

reporting dates For those tax positions where it is more-

likely-than-not that tax benefit will be sustained we have

recorded the largest amount of tax benefit with
greater

than 50% likelihood of being realized upon settlement

with tax authority that has full knowledge of all relevant

information For those tax positions where it is not more-

likely-than-not that tax benefit will be sustained no tax

benefit has been recognized in the consolidated financial

statements We classify applicable interest and penalties

as component of the provision for income taxes

Although the outcome relating to these exposures is

uncertain in managements opinion adequate provisions

for income taxes have been made for estimable potential

liabilities emanating from these exposures If actual out

comes differ materially from these estimates they could

have material impact on our consolidated results

of operations

DERIVATIVES

We address certain financial exposures through con

trolled program of risk management that includes the use

of derivative financial instruments We enter into foreign

currency forward contracts and may enter into option

contracts to reduce the effects of fluctuating foreign cur

rency exchange rates and interest rate derivatives to man

age the effects of interest rate movements on our

aggregate liability portfolio We also enter into foreign

currency forward contracts and may use option contracts

not designated as hedging instruments to mitigate the

change in fair value of specific assets and liabilities on

the balance sheet We do not utilize derivative financial

instruments for trading or speculative purposes Hedge

effectiveness is documented assessed and monitored

by employees who are qualified to make such assess

ments and monitor the instruments Variables that are

external to us such as social political and economic risks

may have an impact on our hedging program and the

results thereof
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Our derivative financial instruments are recorded as

either assets or liabilities on the balance sheet and mea

sured at fair value All derivatives outstanding as of June

30 2012 are designated as hedge of the fair value of

recognized asset or liability or of an unrecognized firm

commitment fair-value hedge ii designated as

hedge of forecasted transaction or of the variability of

cash flows to be received or paid related to recognized

asset or liability foreign currency
cash-flow hedge or

iii not designated as hedging instrument Changes in

the fair value of derivative that is designated and quali

fies as fair-value hedge that is highly
effective are

recorded in current-period earnings along with the loss

or gain on the hedged asset or liability that is attributable

to the hedged risk including losses or gains on unrecog

nized firm commitments Changes in the fair value of

derivative that is designated and qualifies as foreign cur

rency
cash-flow hedge of foreign-currency-denominated

forecasted transaction that is highly effective are recorded

in other comprehensive income loss OCI Gains and

losses deferred in OCI are then recognized in current-

period earnings when earnings are affected by the

variability of cash flows of the hedged foreign-cu rrency

denominated forecasted transaction e.g when periodic

settlements on variable-rate asset or liability are

recorded in earnings Changes in the fair value of deriva

tive instruments not designated as hedging instruments

are reported in current-period earnings

For discussion on the quantitative impact of market

risks related to our derivative financial instruments see

Managements Discussion and Analysis of Financial

Condition and Results of OperationsLiquidity and

Capital Resources Market Risk

QUANTITATIVE ANALYSIS

During the three-year period ended June 30 2012 there

have not been material changes in the assumptions under

lying these critical accounting policies nor to the related

significant estimates The results of our business underly

ing these assumptions have not differed significantly from

our expectations

While we believe that the estimates that we have

made are proper and the related results of operations for

the period are presented fairly in all material respects

other assumptions could reasonably be justified that

would change the amount of reported net sales cost of

sales operating expenses or our provision
for income

taxes as they relate to the provisions for anticipated sales

returns allowance for doubtful accounts inventory obso

lescence reserve and income taxes For fiscal 2012 had

these estimates been changed simultaneously by 2.5% in

either direction our reported gross profit would have

increased or decreased by approximately $4.8 million

operating expenses would have changed by approxi

mately $0.8 million and the provision for income taxes

would have remained unchanged The collective impact

of these changes on operating income net earnings

attributable to The Estee Lauder Companies Inc and net

earnings attributable to The Estee Lauder Companies Inc

per diluted common share would be an increase or

decrease of approximately $5.6 million $5.6 million and

$01 respectively

RESUlTS OF OPERATIONS

We manufacture market and sell beauty products

including those in the skin care makeup fragrance and

hair care categories which are distributed in over 150

countries and territories The following table is com

parative summary of operating results from continuing

operations for fiscal 2012 2011 and 2010 and reflects the

basis of presentation described in Note 2Summary of

Significant Accounting Policies and Note 20Segment

Data and Related In formation of Notes to Consolidated

Financial Statements for all periods presented Products

and services that do not meet our definition of skin care

makeup fragrance and hair care have been included in

the other category
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YEAR ENDED JUNE 30 2012 2011 2010

8.8

2.6

6.2

0.1

6.1%

In millions

NET SALES

By Region

The Americas $4101.1 $3796.3 $3442.1

Europe the Middle East Africa 3603.2 3257.6 2859.3
Asia/Pacific 2011.4 1760.7 151 0.1

9715.7 8814.6 7811.5

Returns associated with restructuring activities 2.1 4.6 5.7

Net Sales $9713.6 $8810.0 $7795.8

By Product Category

Skin Care $4225.2 $3718.6 $3227.1

Makeup 3696.8 3370.8 2978.2

Fragrance 1271.0 1236.0 1136.9
HairCare 462.4 432.3 413.9

Other 60.3 56.9 55.4

971 5.7 881 4.6 7811.5

Returns associated with restructuring activities 2.1 4.6 5.7

Net Sales $9713.6 $8810.0 $7795.8

OPERATING INCOME LOSS
By Region

The Americas 288.4 244.9 161.5

Europe the Middle East Africa 746.3 651.9 500.8

Asia/Pacific 340.2 252.0 212.3

1374.9 1148.8 874.6

Total charges associated with restructuring activities 63.2 59.4 84.7

Operating Income $1311.7 $1089.4 789.9

By Product Category

Skin Care 746.7 595.1 434.3

Makeup 538.0 493.8 416.8

Fragrance ioo.i 80.7 26.3

HairCare 12.2 9.1 6.2
Other 22.1 11.7 3.4

1374.9 1148.8 874.6

Total charges associated with restructuring activities 63.2 59.4 84.7

Operating Income $1311.7 $1089.4 789.9

The
following table presents certain consolidated earnings data as percentage of net sales

YEAR ENDED JUNE 30 2012 2011 2010

Net sales

Cost of sales

100.0% 100.0% 100.0%

20.5 22.0 23.5

Gross profit 795 78.0 76.5

Operating expenses

Selling general and administrative 65.1 64.7 65.0

Restructuring and other charges 0.7 0.5 0.8

Goodwill impairment 0.3 0.2

Impairment of other intangible and long-lived assets 0.2 0.1 0.4

66.0 65.6 66.4

Operating income 13.5 12.4 10.1

interest expense net 0.6 0.7 1.0

Interest
expense on debt extinguishment 0.3

Other income
0.1

Earnings before income taxes 3.0 1.7

Provision for income taxes 4.1 3.7

Net earnings 8.9 8.0

Net earnings attributable to noncontrolling interests

Net
earnings attributable to The Estee Lauder Companies Inc 8.9% 8.0%
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In order to meet the demands of consumers we continu

ally introduce new products support new and established

products through advertising merchandising and sam

pling and phase out existing products that no longer meet

the needs of our consumers The economics of develop

ing producing launching supporting and discontinuing

products impact our sales and operating performance

each period The introduction of new products may have

some cannibalizing effect on sales of existing products

which we take into account in our business planning

We operate on global basis with the majority of our net

sales generated outside the United States Accordingly fluc

tuations in foreign currency exchange rates can affect our

results of operations Therefore we present certain net sales

information excluding the effect of foreign currency rate

fluctuations to provide framework for assessing
the per

formance of our underlying business outside the United

States Constant currency information compares results

between periods as if exchange rates had remained con

stant period-over-period
We calculate constant currency

information by translating current year
results using prior

year weighted-average foreign currency exchange rates

OVERVIEW

We believe that the best way to continue to increase

stockholder value is to provide our customers and con

sumers with the products and services that they have

come to expect from us in the most efficient and profit

able manner while recognizing consumers changing

shopping habits To be the global leader in prestige

beauty we continued to implement long-term strategy

that is guiding us through fiscal 2015 The strategy
has

numerous initiatives across geographic regions product

categories brands and functions that are designed to

leverage our strengths make us more productive and

grow our sales

We believe we have strong diverse brand portfolio

with global reach and potential and we plan to continue

building upon and leveraging our history of outstanding

creativity innovation and entrepreneurship We have suc

ceeded in expanding our High-Touch service model

and will continue to look for ways to expand it in newer

channels and within geographic regions As an example

we are developing capabilities to deliver superior retailing

experiences particularly in Company-operated retail stores

We are expanding our efforts to evolve our e-commerce

based online strategy into multi-pronged digital strategy

encompassing e-commerce m-commerce as well as digi

tal and social media We are leveraging our regional organi

zation in an effort to assure that we are locally relevant with

our products services marketing and visual merchandising

As part
of our strategy we are continuing to shift our

category mix towards higher margin categories with

greater global growth potential Skin care our most profit

able product category is strategic priority for our inno

vation and investment spending particularly in the Asia/

Pacific region We also focused our attention on luxury

consumers across all categories and have seen an

improvement in the net sales of many of our higher-end

prestige products due to an improvement in the luxury

retail environment We will also continue to build our

makeup category through the introduction of new prod

uct offerings continue expanding our hair care brands

both in the salon and in other retail channels and focus

our efforts to strengthen our fragrance business model

We are strengthening our geographic presence by

seeking share growth in large image-building cities within

core markets such as the United States the United King

dom France Italy
and Japan In addition we continue to

prioritize efforts to expand our presence and accelerate

share growth in emerging markets such as China Russia

the Middle East Eastern Europe and Brazil and focus on

these consumers who either buy in the travel retail chan

nel in stores at their destinations or when they return to

their homes We continue to expand our digital presence

which has resulted in growth in net sales of our products

sold online In North America we continue to recognize

the need to drive profitable growth in our traditional

department store channel and see many benefits from the

changes we have previously implemented and continue

to reshape our organization to meet the needs of the

changing retail landscape At the same time we are also

expanding our presence in other channels such as

specialty retailers Company-operated stores and online

Internationally we continue to take actions to grow profit

ability in European perfumeries and pharmacies and in

department stores in Asia while emphasizing our skin

care and makeup initiatives to boost our travel retail busi

ness and continuing efforts to grow our online specialty

retailer and prestige salon businesses The travel retail

business continues to be source of sales growth and

profitability Our business in this channel is benefiting

from the implementation of programs we designed to

enhance consumers High-Touch experiences and con

vert travelers into purchasers

We plan to continue to invest in the significant

modernization of our global
information systems which

includes the Strategic Modernization Initiative SMI as

well as other initiatives and continue to shift our focus

from gift with purchase activities to advertising merchan

dising and sampling initiatives These initiatives should

over time enable overall profitability improvements by
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enhancing gross margin and supporting efficiencies in

select operating expenses while increasing our strategic

investment spending

Looking ahead to fiscal 2013 we plan to continue build

ing on our strengths We have strong diverse and highly

valuable brand portfolio with global reach and potential

as well as track record of outstanding creativity innova

tion entrepreneurship and
healthy growth We plan on

continuing to bring highly innovative products to consum

ers and elevating our personalized High-Touch service

model We are dedicated to investing in select areas to

improve our capabilities Our main focuses are digital as

it is becoming an integral part of our everyday business

research and development product innovation consumer

insight and local relevance While our overall business is

performing well we continue to see increased weakness

due to ongoing global economic uncertainties and vola

tility
in financial markets particularly in certain Western

European countries Korea and Australia We believe we

have and will continue to offset to some extent the impact

of these events as result of our strategy to mitigate

weaknesses we find in certain areas with strengths in

others However if adverse economic conditions or the

degree of uncertainty or volatility worsen or are further

prolonged then we expect there to be
negative effect

on ongoing consumer confidence demand and spending

and as result our business We will continue to monitor

these and other risks that may affect our business

RETURNS AND CHARGES ASSOCIATED WITH

RESTRUCTURING ACTIVITIES

In an effort to drive down costs and achieve synergies

within our organization in February 2009 we announced

the implementation of multi-faceted cost savings pro

gram the Program to position the Company to achieve

long-term profitable growth We anticipate the Program

will result in related restructuring and other charges inclu

sive of cumulative charges recorded to date and through

the remainder of the Program totaling between $350 mil

lion and $450 million before taxes While we will continue

to seek cost
savings opportunities our current plans are

to identify and approve specific initiatives under the Pro

gram through calendar 2012 and execute those initiatives

through fiscal 2013 The total amount of charges pre-tax

associated with the Program recorded plus other initia

tives approved through June 30 2012 is approximately

$361 million to $366 million of which approximately

$251 million to $253 million relates to restructuring

charges approximately $50 million of other costs to

implement the initiatives approximately $42 million to

$45 million in sales returns and approximately $18 million

in inventory write-offs The restructuring charges are

comprised of
approximately $188 million to $190 million

of employee-related costs approximately $40 million of

other exit costs and contract terminations substantially all

of which have resulted in or will result in cash expendi

tures and approximately $23 million in non-cash asset

write-offs The total amount of cumulative charges pre
tax associated with the Program recorded from inception

through June 30 2012 was $302.6 million

We expect that the implementation of this Program

combined with other on-going cost savings efforts will

result in savings of approximately $760 million to $785 mil

lion Program inception through the end of fiscal 2012 is

approximately $710 million including the reduction of cer

tain costs relative to an assumed normalized spending pat

tern Our long-range forecast for operating margin reflects

these anticipated savings net of strategic reinvestments

The Program focuses on redesign of our organizational

structure in order to integrate the Company in more cohe

sive way and
operate more globally across brands and func

tions The principal aspect
of the Program was the reduction

of the workforce by approximately 2000 employees

Specific actions taken since Program inception included

Resize and Reorganize the OrganizationWe continued

the realignment and optimization of our organization to

better leverage scale improve productivity reduce com

plexity and achieve cost savings in each
region

and

across various functions This included reduction of the

workforce which occurred through the consolidation of

certain functions which we achieved through combi

nation of normal attrition and job eliminations and the

closure and consolidation of certain distribution and

office facilities

Turnaround or Exit Unprofitable OperationsTo improve

the profitability in certain of our brands and regions we

have selectively exited certain channels of distribution

categories and markets and have made changes to turn

around others This included the exit from the global

wholesale distribution of our Prescriptives brand the

reformulation of Ojon brand products and the exit from

the global distribution of Sean John products In con

nection with these activities we incurred charges for

product returns inventory write-offs reduction of work-

force and termination of contracts

OutsourcingIn order to balance the growing need for

information technology support with our efforts to

provide the most efficient and cost effective solutions

we continued the outsourcing of certain information

technology processes We incurred costs to transition

services to outsource providers and employee-related

termination costs
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Accrued restructuring charges at June 30 2012 are expected

to result in cash expenditures funded from cash provided

by operations of approximately $35 million $12 million

and $2 million in fiscal 2013 2014 and 2015 respectively

Total Returns and Other Charges Associated with

Restructuring Activities

The following table presents total charges associated with

restructuring and other activities related to the Program

2012 2011 2010

In millions

Sales returns included in

Net Sales 2.1 4.6 $1 5.7

Cost of sales 1.5 5.8 7.9

Restructuring charges 53.6 41.1 48.8

Other
charges 6.0 7.9 2.3

Total returns and charges

associated with

restructuring activities $63.2 $59.4 $84.7

During fiscal 2012 we recorded $2.1 million reflecting

sales returns less related cost of sales of $0.3 million and

write-off of inventory of $1.8 million associated with

exiting unprofitable operations

During fiscal 2011 we recorded $4.6 million reflecting

sales returns less related cost of sales of $1.2 million and

write-off of inventory of $7.0 million associated with

turnaround operations primarily related to the reformula

tion of Ojon brand products

During fiscal 2010 we recorded $15.7 million reflect

ing sales returns less related cost of sales of $2.5 million

and $10.4 million for the write-off of inventory associated

with exiting unprofitable operations primarily related to

the exit from the global
wholesale distribution of the

Prescriptives brand

Restructuring Charges

The following table presents aggregate restructuring charges related to the Program

Employee-Related

Costs

Asset

Write-oIfs

Contract

Terminations Other Exit Costs Total

In millions

Fiscal 2009 60.9 4.2 3.4 1.8 70.3

Fiscal 2010 29.3 11.0 2.3 6.2 48.8

Fiscal 2011 34.6 2.4 3.0 1.1 41.1

Fiscal 2012 37.1 1.7 12.6 2.2 53.6

Charges recorded through

June 30 2012 $161.9 $1 9.3 $21.3 $11.3 $21 3.8

The following table presents
accrued restructuring charges and the related activities under the Program

Employee-Related Asset Contract

Costs Write-offs Terminations Other Exit Costs Total

In millions

Charges 60.9 4.2 3.4 1.8 70.3

Cash payments 7.5 0.5 1.6 9.6

Non-cash write-offs 4.2 4.2

Translation adjustments 0.6 0.6

Other adjustments 2.4 2.4

Balance at June 30 2009 51.6 2.9 0.2 54.7

Charges
29.3 11.0 2.3 6.2 48.8

Cash payments
49.5 5.1 6.0 60.6

Non-cash write-offs 1.0 1.0

Translation adjustments 0.8 0.8

Balance at June 30 2010 30.6 0.1 0.4 31.1

Charges 34.6 2.4 3.0 1.1 41.1

Cash payments 30.6 2.4 1.4 34.4

Non-cash write-offs 2.4 2.4

Translation adjustments 1.2 0.1 0.1 1.2

Balance at June 30 2011 35.8 0.6 0.2 36.6

Charges 37.1 1.7 12.6 2.2 53.6

Cash
payments

23.6 12.4 2.0 38.0

Non-cash write-offs 1.7 1.7

Translation adjustments 1.4 0.1 1.3

Balance at June 30 2012 47.9 0.8 0.5 49.2

YEAR ENDED JUNE 30
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GOODWILL AND OTHER INTANGIBLE

ASSET IMPAIRMENTS

During the second
quarter

of fiscal 2012 the Ojon

reporting unit identified potential decline in its pro

jected results of operations primarily resulting from soft

ness in the direct response television channel which

caused us to review and revise Ojons long-term forecast

We concluded that these changes in the business of the

Ojon reporting unit triggered the need for an interim

impairment test of its trademarks as of December 31

2011 These changes in circumstances were also an indi

cator that the carrying amount of the customer list may

not be recoverable We performed an interim impairment

test for the trademarks and recoverability test for the

customer list as of December 31 2011 For the trade

marks we concluded that the carrying value exceeded its

estimated fair value which was based on the use of roy

alty rate to determine discounted projected future cash

flows relief-from-royalty method As result we recog

nized an impairment charge of $6.7 million This charge

was reflected in the hair care product category and in the

Americas region We concluded that the
carrying

value of

the customer list was recoverable

As of our annual step-one goodwill impairment test on

April 2012 all reporting units fair values substantially

exceeded their respective carrying values and the fair

values of all other indefinite-lived intangible assets sub

stantially exceeded their respective carrying values

except as noted below We determined that the carrying

value of the Ojon brand trademark exceeded its estimated

fair value which was based on the relief-from-royalty

method As result we recognized an impairment charge

of $3.3 million for the remaining carrying value of the

related trademark We also determined that the future

cash flows associated with the Ojon brand customer list

were less than its carrying value As the remaining carry

ing value of the customer list is not recoverable we recog

nized an impairment charge of $11.7 million These

impairment charges were reflected in the hair care prod

uct category and in the Americas region

During the fourth quarter of fiscal 2012 the Darphin

reporting unit experienced an unanticipated deterioration

in its results of operations due to softness in its European

business which is its primary market Based on qualita

tive analysis we reviewed and revised Darphins long-

term forecast We concluded that these changes in

circumstances triggered the need for an impairment test

of the reporting units trademark and goodwill as of

June 30 2012 We determined that the trademark was

not impaired with the estimated fair value exceeding

the carrying value by less than 2% As of June 30 2012

the carrying value of the trademark was $7.9 million The

estimated fair value of the trademark was based upon

the relief-from-royalty method The key assumptions that

were used to determine the estimated fair value of the

trademark were based on the expectation
that the eco

nomic uncertainties in Europe would be temporary and

not permanent in nature If the decline in this market is

more severe than we have anticipated or other business

disruptions arise resulting change in the key assump

tions could have negative impact on the estimated fair

value of this trademark and it is possible we could recog

nize an impairment charge in the future After completing

the interim impairment test on the trademark we

completed step one of the impairment test for goodwill

and concluded that the fair value of the Darphin reporting

unit was substantially in excess of its carrying value

including goodwill

Although our consolidated financial performance

exceeded our expectations for fiscal 2012 we expect

global economic conditions uncertainties and volatility to

impact our business As the duration and magnitude of

the volatility of the current economic conditions remain

uncertain we will continue to monitor and evaluate the

potential impact on our business and on our annual

impairment testing Accordingly it is possible that we

would recognize an impairment charge in the future with

respect to goodwill other intangible assets and/or long-

lived assets

FISCAL 2012 AS COMPARED WITH FISCAL 2011

NET SALES

Net sales increased 10% or $903.6 million to $9713.6

million reflecting growth in all of our major product

categories within each geographic region The impact of

foreign currency translation on net sales was de minimis

The following discussions of Net Sales by Product

Categories and Geographic Regions exclude the impact of

returns associated with restructuring activities of $2.1

million and $4.6 million recorded during fiscal 2012 and

fiscal 2011 respectively We believe the following analysis

of net sales better reflects the manner in which we con

duct and view our business In the fiscal 2012 third quar

ter we established provision for then-anticipated returns

of approximately $16 million as result of repositioning

certain nrodiictc due to chancec in rericulationc related to

sunscreen products in the United States These regula

tions were subsequently deferred and accordingly we

reversed this provision in the fiscal 2012 fourth quarter

As the identified products are expected to be sold in

the ordinary course of business we do not expect any

significant financial impact due to these regulations
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Product Categories

Skin Care Net sales of skin care products increased

14% or $506.6 million to $4225.2 million primarily

reflecting the continued success of our strategic focus on

growing this category The recent launches of Turnaround

Overnight Radiance Moisturizer Moisture Surge Intense

and Repairwear Uplifting Firming Cream from Clinique

and Revitalizing Supreme Global Anti-Aging Creme from

Estee Lauder contributed incremental sales of approxi

mately $78 million combined Higher sales of Idealist

Even Skintone Illuminator Advanced Night Repair

Synchronized Recovery Complex and Idealist Cooling Eye

Illuminator from Estee Lauder and various products from

La Mer and Origins contributed approximately $237 mil

lion combined to the increase The relaunch of the refor

mulated Resilience Lift and Nutritious Vita-Mineral lines of

products from Estee Lauder contributed incremental sales

of approximately $187 million combined This growth

was partially offset by approximately $112 million of lower

sales from the existing line of Resilience Lift Extreme prod

ucts from Estee Lauder and Cyber White EX from Clinique

Excluding the impact of foreign currency translation skin

care net sales increased 13%

Makeup Makeup net sales increased 10% or $326.0 mil

lion to $3696.8 million primarily reflecting an increase in

net sales from our makeup artist brands of approximately

$218 million combined The recent launches of

Repairwear Laser Focus All-Smooth Makeup and Lid

Smoothie Antioxidant 8-Hour Eye
Colour from Clinique

and Doublewear Stay-In-Place Makeup from Estee Lauder

contributed approximately $85 million combined to

the increase Higher sales of Even Better Makeup and

Chubbystick Moisturizing Lip Colour balm from Clinique

contributed approximately $41 million to the increase

This growth was partially offset by lower sales of

Doublewear Powder Makeup and Doublewear Stay-in-

Place Flawless Wear Concealer from Estee Lauder and

Repairwear Anti-Aging Makeup from Clinique of approxi

mately $34 million combined The impact of foreign

currency translation on makeup net sales was de minimis

Fragrance Net sales of fragrance products increased 3%

or $35.0 million to $1271.0 million Incremental sales

from the recent launches of Estee Lauder Sensuous Nude

and DKNY Golden Delicious contributed approximately

$58 million combined to the category Higher sales from

Jo Malone and Tom Ford fragrances contributed approxi

mately $37 million to the increase Partially offsetting

these increases were approximately $68 million com

bined of lower sales of DKNY Be Delicious Estee Lauder

Sensuous pureDKNY and Estee Lauder pleasures bloom

The impact of foreign currency translation on fragrance

net sales was de minimis

Hair Care Hair care net sales increased 7% or $30.1 mil

lion to $462.4 million reflecting an increase in sales gen

erated from expanded global distribution The category

also benefited from new launches including the Invati line

of products from Aveda and Concen-Straight from

Bumble and bumble Partially offsetting these increases

were lower net sales of Ojon brand products due in part

to softness in our business in the direct response televi

sion channel The impact of foreign currency translation

on hair care net sales was de minimis

Geographic Regions

Net sales in the Americas increased 8% or $304.8 million

to $4101.1 million The increase during the current
year

was primarily attributable to growth in the United States

of approximately $257 million primarily due to new prod

uct offerings from our heritage and makeup artist brands

as well as an increase in sales of our higher-end prestige

skin care products These increases reflect in part our

ongoing efforts to work with retailers in the U.S depart

ment store channel on strengthening the High-Touch

concepts used to help market our products Net sales in

Latin America increased approximately $30 million pri

marily reflecting growth in Brazil and Chile Net sales in

Canada increased approximately $19 million primarily

reflecting increased sales from our heritage and makeup

artist brands The impact of foreign currency translation

on net sales in the Americas was de minimis

In Europe the Middle East Africa net sales increased

11% or $345.6 million to $3603.2 million due to growth

in each major product category reflecting our strategy to

strengthen our geographic presence and continue to suc

ceed in the travel retail channel Due to the economic

uncertainties in Europe our business in some countries

experienced slower than anticipated net sales growth

Accordingly we remain cautious in the near term Net

sales increases of approximately $313 million were driven

by our travel retail business the United Kingdom the

Middle East Germany and Italy The net sales improve

ment in our travel retail business reflected an increase in

global airline passenger traffic new points of distribution

and benefits of programs designed to enhance consum

ers High-Touch experiences and convert travelers into

purchasers The growth in the United Kingdom Germany

and Italy was primarily attributable to successful launches

of skin care and makeup products from certain of our

heritage brands as well as higher combined sales

from our makeup artist brands Net sales in the Middle

East benefited from new fragrance launch designed

110 THE ESTEE LAUDER COMPANIES INC



specifically for consumers there in line with our strategy

to be locally relevant These increases were partially offset

by lower net sales in Russia Spain and the Balkans of

approximately $25 million combined The lower net sales

in Russia primarily reflected destocking associated with

ongoing challenges with certain customer Net sales in

Spain and the Balkans declined primarily due to difficult

economic environments Excluding the impact of foreign

currency translation net sales in Europe the Middle East

Africa increased 12%

Net sales in Asia/Pacific increased 14% or $250.7 mil

lion to $2011.4 million reflecting growth in each major

product category and from most countries in the region

several of which had significant favorable impact of for

eign currency
translation Net sales of approximately $193

million were driven by China Hong Kong and Thailand

combined primarily reflecting strong
sales of skin care

and makeup products While we gained share in the

prestige business in China we are cautious that macro

economic factors may temper the future growth trend of

the Chinese economy Our businesses in Japan Korea

and Australia continued to be challenged due to difficult

economic conditions but we reported net sales gains of

approximately $37 million combined which for both

Japan and Australia were generated predominantly from

the strengthening of their respective currencies Excluding

the impact of foreign currency translation Asia/Pacific

net sales increased 11%

We strategically stagger our new product launches by

geographic market which may account for differences in

regional sales growth

COST OF SALES

Cost of sales as percentage of total net sales decreased

to 20.5% as compared with 22.0% in the prior year This

improvement primarily reflected our efforts in connection

with the Program including strategic changes in the mix

of our business and pricing of approximately 140 basis

points favorable manufacturing variances of approxi

mately 10 basis points and the favorable effect of

exchange rates of approximately 10 basis points These

improvements were partially offset by an increase in

obsolescence charges of approximately 10 basis points

Since certain promotional activities are component

of salec or coct of cilec nd the timinq ind level of nromo--.---.-
tions

vary with our promotional calendar we have experi

enced and expect to continue to experience fluctuations

in the cost of sales percentage In addition future cost of

sales mix may be impacted by the inclusion of potential

new brands or channels of distribution that have margin

and product cost structures different from those of our

current mix of business

OPERATING EXPENSES

Operating expenses as percentage of net sales

increased to 66.0% as compared with 65.6% in the prior

year This change reflected increased spending in adver

tising merchandising and sampling costs in line with our

strategy of approximately 80 basis points higher costs

related to stock-based compensation of approximately 20

basis points an increase in general and administrative

costs of approximately 10 basis points and higher charges

associated with restructuring activities of approximately

10 basis points Partially offsetting these changes were

lower selling and shipping costs as percentage of net

sales of approximately 50 basis points lower charges

associated with goodwill and other intangible asset

impairments of approximately 20 basis points and favor

able change in foreign exchange transactions of approxi

mately 10 basis points

Changes in advertising merchandising and sampling

spending result from the type timing
and level of activi

ties related to product launches and rollouts as well as the

markets being emphasized We anticipate higher invest

ment spending on global advertising merchandising and

sampling to support major launches and existing fran

chises for fiscal 2013

OPERATING RESULTS

Operating income increased 20% or $222.3 million to

$1311.7 million Operating margin increased to 13.5% of

net sales as compared with 12.4% in the prior year reflect

ing our higher gross margin partially offset by the

increase in our operating expense margin as previously

discussed The following discussions of Operating Results

by Product Categories and Geographic Regions exclude

the impact of total returns and charges associated with

restructuring activities of $63.2 million or 0.7% of net

sales in fiscal 2012 and $59.4 million or 0.7% of net sales

in fiscal 2011 We believe the following analysis of operat

ing results better reflects the manner in which we conduct

and view our business In the fiscal 2012 third quarter we

established provision
for then-anticipated returns of

approximately $16 million as result of repositioning

certain prodLcts due to changes in regulations related to

sunscreen products in the United States These regula

tions were subsequently deferred and accordingly we

reversed this
provision

in the fiscal 2012 fourth
quarter

As the identified products are expected to be sold in the

ordinary course of business we do not expect any signifi

cant financial impact due to these regulations
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Product Categories

Skin care operating income increased 25% or $151.6 mil

lion to $746.7 million primarily reflecting improved

results from higher-margin product launches from certain

of our heritage brands as well as increased results from

higher-end prestige
skin care products Makeup operating

income increased 9% or $44.2 million to $538.0 million

primarily reflecting improved results from our makeup art

ist brands Both our skin care and makeup categories

were impacted by higher investment spending on global

advertising merchandising and sampling to support

major launches and existing franchises in line with our

strategy Fragrance operating income increased 24%

or $19.4 million to $100.1 million primarily reflecting

improved cost of goods and more strategically focused

approach to spending from our heritage brands as part of

our strategy to improve profitability Hair care operating

results increased over 100% or $21.3 million to $12.2

million primarily reflecting expanded global distribution

improved results driven by new product launches as well

as favorable comparison to the prior year
which was

impacted by higher goodwill and other intangible asset

impairment charges of $15 million

Geographic Regions

Operating income in the Americas increased 18% or

$43.5 million to $288.4 million primarily reflecting

improved results from our heritage and makeup artist

brands that were driven by improved category mix as

well as favorable comparison to the prior year
which

was impacted by higher goodwill and other intangible

asset impairment charges of $16 million Partially offset

ting these improvements was the level of
strategic invest

ment spending in the current year

In Europe the Middle East Africa operating income

increased 14% or $94.4 million to $746.3 million Higher

results from our travel retail business and the Middle East

totaled approximately $109 million combined Partially

offsetting these improvements were lower results in

Russia and France of approximately $28 million

combined The lower results in Russia primarily reflected

strategic investment spending to support this emerging

market coupled with decrease in sales as result of

destocking associated with ongoing challenges with

certain customer The lower results in France primarily

reflected strategic investment spending

In Asia/Pacific operating income increased 35% or

$88.2 million to $340.2 million Most countries in the

region reported higher operating results led by approxi

mately $70 million in Hong Kong China Japan and

Korea combined

INTEREST EXPENSE NET

Net interest expense was $61.1 million as compared with

$63.9 million in the prior year Interest expense decreased

due to the replacement of our 6.00% Senior Notes in

January 2012 with commercial paper

PROVISION FOR INCOME TAXES

The provision for income taxes represents U.S federal

foreign state and local income taxes The effective rate

differs from the federal statutory rate primarily due to the

effect of state and local income taxes the taxation of for

eign income and income tax reserve adjustments which

represent changes in our net liability for unrecognized tax

benefits including tax settlements and lapses of the

applicable statutes of limitations Our effective tax rate

will change from
year to year

based on recurring and

non-recurring factors including but not limited to the

geographical mix of earnings enacted tax legislation

state and local income taxes tax reserve adjustments the

ultimate disposition of deferred tax assets relating to

stock-based compensation and the interaction of various

global tax strategies

The effective income tax rate for fiscal 2012 was 31.8%

as compared with 31.4% in the prior year The increase in

the effective income tax rate of 40 basis points was prin

cipally due to decrease in favorable tax reserve adjust

ments as compared with the prior year partially offset by

lower effective tax rate related to our foreign operations

NET EARNINGS ATTRIBUTABLE TO

THE ESTEE LAUDER COMPANIES INC

Net earnings attributable to The Estee Lauder Companies

Inc as compared with fiscal 2011 increased 22% or

$156.1 million to $856.9 million and diluted net earnings

per common share increased 24% from $1.74 to $2.16

The results in the current year include the impact of total

returns and charges associated with restructuring activi

ties of $44.1 million after tax or $11 per diluted common

share The results in fiscal 2011 include the impact of

total returns and charges associated with restructuring

activities of $41.7 million after tax or $.10 per diluted

common share

FISCAL 2011 AS COMPARED WITH FISCAL 2010

NET SALES

Net sales increased 13% or $1014.2 million to $8810.0

million reflecting increases in all geographic regions
and

product categories Excluding the impact of foreign cur

rency translation net sales increased 12% During fiscal

2010 we undertook an initiative to identify certain under

performing stock keeping units SKUs for the purposes
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of evaluating their relevance to our long-term perfumery

strategy in the Europe the Middle East Africa region

Based on this evaluation we decided to discontinue

certain of these products in perfumeries and recorded

charge of approximately $31 million to reflect then-

anticipated returns of products from participating retailers

This resulted in favorable comparison with fiscal 2010

The following discussions of Net Sales by Product

Categories and Geographic Regions exclude the impact

of returns associated with restructuring activities of $4.6

million and $15.7 million recorded during fiscal 2011 and

fiscal 2010 respectively We believe the following analysis

of net sales better reflects the manner in which we

conduct and view our business

Product Categories

Skin Care Net sales of skin care products increased 15%

or $491.5 million to $3718.6 million reflecting the suc

cess of our strategic focus on growing this category The

fiscal 2011 launches of the Re-N utriv Ultimate Lift Age-

Correcting and Hydrationist Collections Idealist Even

Skintone Illuminator and Idealist Cooling Eye Illuminator

from Estee Lauder contributed incremental sales of

approximately $102 million combined Also contributing

incremental sales to the category were the fiscal 2011

launches of Repairwear Laser Focus Wrinkle UV

Damage Corrector from Clinique and the Plantscription

line of products from Origins of approximately $88 mil

lion combined The fiscal 2011 launches of The
Eye Balm

Intense and The Radiant Serum from La Mer contributed

additional sales of approximately $25 million combined

Increased sales of Advanced Night Repair Eye Synchro

nized Complex from Estee Lauder and Even Better Clinical

Dark Spot Corrector from Clinique which were launched

in fiscal 2010 contributed approximately $232 million to

the net sales growth Higher sales of the Time Zone line

of products from Estee Lauder Derma White Clinical from

Clinique and The Regenerating Serum from La Mer con

tributed approximately $48 million to the increase These

increases were partially offset by approximately $108 mil

lion of lower sales from existing products in the Advanced

Night Repair line from Estee Lauder and Cyber White EX

from Clinique Excluding the impact of foreign currency

translation skin care net sales increased 13%
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lion to $3370.8 million The increase in makeup net sales

primarily reflected higher net sales from our makeup artist

brands and the inclusion of Smashbox of approximately

$322 million combined The fiscal 2011 launches of Pure

Color eyeshadow products and Pure Color Long Lasting

Lipstick from Estee Lauder and Redness Solutions Makeup

from Clinique contributed approximately $57 million to

the increase The higher results also reflected the favor

able comparison to fiscal 2010 which included charge

related to our long-term perfumery strategy as previously

discussed of approximately $27 million These increases

were partially offset by lower sales of Prescriptives prod

ucts due to the exit from the global wholesale distribution

of the brand in fiscal 2010 as well as lower sales of Super-

fit Makeup from Clinique and Resilience Lift Extreme

Makeup from Estee Lauder of approximately $45 million

combined Excluding the impact of foreign currency trans

lation makeup net sales increased 12%

Fragrance Net sales of fragrance products increased 9%

or $99.1 million to $1236.0 million Incremental sales

from the fiscal 2011 launches of Estee Lauder pleasures

bloom and Hilfiger Loud for Her contributed approxi

mately $34 million to the category Higher sales of Coach

Poppy pureDKNY and various Jo Malone and Tom Ford

fragrances contributed approximately $63 million to the

increase Partially offsetting these increases were lower

sales of DKNY Delicious Candy Apples Estee Lauder

Sensuous and Am King Sean John of approximately $18

million combined While results in fiscal 2011 reflected

the implementation of our long-term strategy for the

category we continue to expect challenges due to

competitive dynamics Excluding the impact of foreign

currency translation fragrance net sales increased 8%

Hair Care Hair care net sales increased 4% or $18.4 mil

lion to $432.3 million primarily reflecting the fiscal 2011

launches of Be Curly Style-Prep and Control Force from

Aveda The category also benefited from net sales gener

ated from expanded global distribution These increases

were partially offset by the reformulation of Ojon brand

products which was relaunched in the fourth quarter of

fiscal 2011 The impact of foreign currency
translation on

hair care net sales was de minimis

Geographic Regions

Net sales in the Americas increased 10% or $354.2 mil

lion to $3796.3 million The increase in fiscal 2011 was

primarily attributable to growth in the United States and

Canada from our heritage and makeup artist brands

which benefited from an improved retail environment

new skin care and makeup product offerings and
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products Net sales also reflected the addition of the

Smashbox brand to our portfolio While partially offset by

the exit from the global wholesale distribution of the

Prescriptives brand and the fiscal 2011 reformulation of

Ojon brand products all of these factors contributed to

higher net sales in the United States and Canada of
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approximately $328 million We continued to work with

retailers in the U.S department store channel on strength

ening the High-Touch concepts used to help market our

products Net sales in Latin America increased approxi

mately $26 million reflecting growth in emerging markets

such as Brazil The growth in this region was partially

offset by the impact of unfavorable exchange rates in

Venezuela The impact of foreign currency
translation on

the Americas net sales was de minimis

In Europe the Middle East Africa net sales increased

14% or $398.3 million to $3257.6 million due to growth

from our travel retail business and from most countries in

the region and from each product category This reflected

our strategy to strengthen our geographic presence and

to succeed in the travel retail channel Approximately

$306 million of the increased net sales came from our

travel retail business the United Kingdom Russia the

Middle East South Africa and France This was attribut

able to improved retail environments successful launches

of skin care products and higher combined sales from

our makeup artist brands The net sales improvement in our

travel retail business also reflected an increase in global

airline passenger traffic new points of distribution and

benefits of programs designed to enhance consumers

High-Touch experiences and convert travelers into pur

chasers The higher results also reflect the favorable com

parison to fiscal 2010 which included charge related to

our long-term perfumery strategy of approximately $31

million as previously discussed Partially offsetting these

increases were lower net sales of approximately $13

million in the Balkans and Spain primarily reflecting the

economic situation in those markets The impact of for

eign currency translation on Europe the Middle East

Africa net sales was de minimis

Net sales in Asia/Pacific increased 17% or $250.6 mil

lion to $1760.7 million reflecting growth from all coun

tries in the region and each product category This

reflected our strategy to strengthen and expand our geo

graphic presence in Asia particularly in China Approxi

mately $181 million of this increase was generated in

China Hong Kong Korea and Taiwan primarily reflecting

strong sales of skin care products Our businesses in

Japan and Australia continued to be challenged due to

difficult economic conditions but they reported net sales

gains of approximately $33 million which were generated

from the strengthening of their respective currencies The

region also benefited from the favorable impact of foreign

currency translation Excluding the impact of foreign

currency translation Asia/Pacific net sales increased 10%

We strategically stagger our new product launches by

geographic market which may account for differences in

regional sales growth

COST OF SALES

Cost of sales as percentage of total net sales decreased

to 22.0% as compared with 23.5% in fiscal 2010 This

improvement primarily reflected our efforts in connection

with the Program including favorable changes in the mix

of our business of approximately 70 basis points
and

favorable manufacturing variances of 30 basis points
Also

contributing to the improvements of cost of sales margin

was the favorable effect of exchange rates of 30 basis

points and decrease in obsolescence charges of approx

imately 20 basis points

OPERATING EXPENSES

Operating expenses as percentage of net sales

decreased to 65.6% as compared with 66.4% in fiscal

2010 and reflects the impact of the strong growth in net

sales during fiscal 2011 This improvement primarily

reflected lower selling and shipping costs as percentage

of net sales of approximately 120 basis points due to vari

ous cost containment efforts implemented as part
of the

Program and strategically focused approach to spend

ing Also contributing to the improvement were

decrease in general and administrative costs as percent

age of net sales of 40 basis points lower charges associ

ated with restructuring activities of 20 basis points lower

charges associated with intangible asset impairments of

20 basis points and lower net losses from foreign

exchange transactions of 10 basis points Partially offset

ting these improvements were increased spending in

advertising merchandising and sampling costs in line

with our strategy of 120 basis points and higher costs

related to stock-based compensation of approximately

30 basis points

Changes in advertising merchandising and sampling

spending result from the type timing and level of activi

ties related to product launches and rollouts as well as the

markets being emphasized

OPERATING RESULTS

Operating income increased 38% or $299.5 million to

$1089.4 million Operating margin improved to 12.4% of

net sales as compared with 10.1% in fiscal 2010 reflecting

our higher gross margin and the decrease in our operat

ing expense margin as previously discussed The follow

ing discussions of Operating Results by Product

Categories and Geographic Regions exclude the impact of

total returns and charges associated with restructuring
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activities of $59.4 million or 0.7% of net sales in fiscal

2011 and $84.7 million or 1.1% of net sales in fiscal 2010

We believe the following analysis of operating results bet

ter reflects the manner in which we conduct and view our

business

Product Categories

All product categories benefited from initiatives we imple

mented as part of the Program including more strategi

cally focused approach to spending Skin care operating

income increased 37% or $160.8 million to $595.1 mil

lion primarily reflecting improved results from all of our

heritage brands driven by increased net sales from higher-

margin product launches Makeup operating income

increased 18% or $77.0 million to $493.8 million primar

ily reflecting improved results from our makeup artist

brands and from our larger heritage brands The higher

results also reflected the favorable comparison to fiscal

2010 which included charge to the category related to

our long-term perfumery strategy as previously discussed

of approximately $30 million Fragrance operating income

increased over 100% or $54.4 million to $80.7 million

primarily reflecting higher net sales from Estee Lauder

and designer fragrances driven by fiscal 2011 product

launches improved cost of goods and more strategi

cally focused approach to spending as part of our strategy

to improve profitability Hair care operating results

decreased 47% or $2.9 million reflecting the reformula

tion and relaunch of Ojon brand products in the fourth

quarter of fiscal 2011 This decrease was partially offset by

higher results from Aveda The category also reflected

goodwill and other intangible asset impairment charges of

$33 million as compared with $36 million in fiscal 2010

Geographic Regions

Operating results in each of our geographic regions ben

efited from the initiatives we implemented as part of the

Program and more strategically focused approach to

spending as well as significant improvement in cost of

sales from favorable product mix and enhanced inventory

management resulting in significant improvements in

their operating income

Operating income in the Americas increased 52% or

$83.4 million to $244.9 million reflecting strong sales

from our heritage and makeup artist brands partially off
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In Europe the Middle East Africa operating income

increased 30% or $151.1 million to $651.9 million

reflecting higher results from our travel retail business

Russia the United Kingdom and the Middle East of

approximately $94 million combined Partially offsetting

these improvements were lower results in the Balkans and

Spain of approximately $9 million combined The higher

results also reflected favorable comparison to fiscal

2010 which included charge related to our long-term

perfumery strategy as previously discussed of approxi

mately $34 million

In Asia/Pacific operating income increased 19% or

$39.7 million to $252.0 million Virtually all countries in

the region reported higher operating results led by

approximately $46 million in China Hong Kong Taiwan

and Malaysia combined Partially offsetting these

increases were lower
operating

results of approximately

$7 million in Japan and Australia

INTEREST EXPENSE NET

Net interest expense was $63.9 million as compared with

$74.3 million in fiscal 2010 Interest expense decreased

primarily due to reduction of debt balances that resulted

from the $200 million debt tender offer we completed in

the fourth quarter of fiscal 2010

INTEREST EXPENSE ON DEBT EXTINGUISHMENT

During the fourth
quarter

of fiscal 2010 we completed

cash tender offer for $130.0 million principal amount of

our 2012 Senior Notes at price
of 108.500% of the prin

cipal amount and for $69.9 million principal amount of

our 2013 Senior Notes at tender price of 118.813% of

the principal amount We recorded pre-tax expense on

the extinguishment of debt of $27.3 million representing

the tender premium of $24.2 million the pro-rata write-off

of $2.4 million of unamortized terminated interest rate

swap issuance costs and debt discount and $0.7 million

in tender offer costs associated with both series of notes

PROVISION FOR INCOME TAXES

The provision for income taxes represents U.S federal

foreign state and local income taxes The effective rate

differs from the federal statutory rate primarily due to the

effect of state and local income taxes the taxation of

foreign income and income tax reserve adjustments

which represent changes in our net liability for unrecog

nized tax benefits including tax settlements and lapses of

the applicable statutes of limitations Our effective tax

rate will change from
year to year

based on recurring and

non-recurring factors including but not limited to the
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state and local income taxes tax reserve adjustments the

ultimate disposition of deferred tax assets relating to

stock-based compensation and the interaction of various

global tax strategies

The effective income tax rate for fiscal 2011 was 31.4%

as compared with 29.9% in fiscal 2010 The increase in
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the effective income tax rate of 150 basis points was

principally due to decrease in favorable tax reserve

adjustments as compared with fiscal 2010

NET EARNINGS ATTRIBUTABLE TO

THE ESTEE LAUDER COMPANIES INC

Net earnings attributable to The Estee Lauder Companies

Inc as compared with fiscal 2010 increased 47% or

$222.5 million to $700.8 million and diluted net earnings

per common share increased 46% from $1.19 to $1.74

The results in fiscal 2011 included the impact of total

returns and charges associated with restructuring activi

ties of $41.7 million after tax or $10 per diluted common

share The results in fiscal 2010 included the impact of

total returns and charges associated with restructuring

activities of $55.9 million after tax or $14 per diluted

common share and interest expense on debt extinguish

ment of $17.5 million after tax or $04 per diluted

common share

FINANCIAI CONDITION

LIQUIDITY AND CAPITAL RESOURCES

Overview

Our principal sources of funds historically have been cash

flows from operations borrowings pursuant to our com

mercial paper program borrowings from the issuance of

long-term debt and committed and uncommitted credit

lines provided by banks and other lenders in the United

States and abroad At June 30 2012 we had cash and

cash equivalents of $1347.7 million compared with

$1253.0 million at June 30 2011 Our cash and cash

equivalents are maintained at number of financial

institutions As of June 30 2012 approximately 17% of

the total balance was insured by governmental agencies

To mitigate the risk of uninsured balances we select finan

cial institutions based on their credit ratings and financial

strength and perform ongoing evaluations of these institu

tions to limit our concentration risk exposure

Our business is seasonal in nature and accordingly

our working needc vrv From time to time we

may enter into investing and finandng transactions th

require additional funding To the extent that these needs

exceed cash from operations we could subject to market

conditions issue commercial paper issue long-term debt

securities or borrow under our revolving credit facilities

Based on past performance and current expectations

we believe that cash on hand cash generated from opera

tions available credit lines and access to credit markets

will be adequate to support currently planned business

operations information systems enhancements capital

expenditures potential stock repurchases commitments

and other contractual obligations on both near-term and

long-term basis Our cash and cash equivalents balance at

June 30 2012 includes approximately $708 million of

cash in offshore jurisdictions associated with our perma

nent reinvestment strategy We do not believe that the

indefinite reinvestment of these funds offshore impairs

our ability to meet our domestic debt or working capital

obligations If these indefinitely reinvested earnings were

repatriated into the United States as dividends we would

be subject to additional taxes

The effects of inflation have not been significant to our

overall operating results in recent years Generally we

have been able to introduce new products at higher

prices increase prices and implement other operating

efficiencies to sufficiently offset cost increases which

have been moderate

Credit Ratings

Changes in our credit ratings will likely result in changes in

our borrowing costs Our credit ratings also impact the

cost of our revolving credit facility as discussed below

Downgrades in our credit ratings may reduce our ability

to issue commercial paper and/or long-term debt and

would likely increase the relative costs of borrowing

credit rating is not recommendation to buy sell or

hold securities is subject to revision or withdrawal at any

time by the assigning rating organization and should be

evaluated independently of any other rating As of August

13 2012 our commercial paper is rated A-i by Standard

Poors and P-i by Moodys and our long-term debt is

rated with stable outlook by Standard Poors and

A2 with stable outlook by Moodys
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Debt

At June 30 2012 our outstanding borrowings were as follows

Long-term Debt Current Debt Total Debt

in millions

6.00% Senior Notes due May 15 2037 2037 Senior NotesY4 296.4 296.4

5.75% Senior Notes due October 15 2033 2033 Senior Notes2 97.7 97.7

5.55% Senior Notes due May 15 2017 2017 Senior Notes/34 334.9 334.9

7.75% Senior Notes due November 2013 2013 Senior NotesY4 230.1 230.1

Commercial paper maturing through July 2012 0.18% average interest rate 200.0 200.0

Other borrowings 10.0 9.0 29.0

$1069.1 $219.0 $1288.1

Consists of $300.0 million principal and unamortized debt discount of $3.6 million

Consists of $200.0 million principal and unamortized debt discount of $2.3 million

Consists of $300.0 million principal unamortized debt discount of $0.2 million and $35.1 million adjustment to reflect the fair value of terminated

interest rate swaps

As of June 30 2012 we were in compliance with all restrictive covenants including limitations on indebtedness and liens and expect continued

compliance

In August 2012 we issued $250.0 million of 2.3 5% Senior

Notes due August 15 2022 2022 Senior Notes and

$250.0 million of 3.70% Senior Notes due August 15

2042 2042 Senior Notes in public offering The

2022 Senior Notes were priced at 99.911% with yield of

2.360% The 2042 Senior Notes were priced at 99.567%

with yield of 3.724% Interest payments on both notes

are required to be made semi-annually on February 15

and August 15 commencing February 15 2013 On

August 2012 we called for redemption all of the

outstanding 2013 Senior Notes on September 2012

We intend to use approximately $250 million of the net

proceeds of the offering for the redemption of which

approximately $18 million to $20 million represents debt

extinguishment costs and to use the remaining amounts

for general corporate purposes

We have $750.0 million commercial paper program

under which we may issue commercial paper in the

United States At June 30 2012 we had $200.0 million of

commercial paper outstanding which we may refinance

on periodic basis as it matures at then-prevailing market

interest rates At August 13 2012 we had $200.0 million

of commercial paper outstanding We also have $164.9

million in additional uncommitted credit facilities of

which $7.1 million was used as of June 30 2012 We do

not anticipate difficulties in securing this form of working

.-.--.I

._c.tJI1aI
III ml ItIII

We have $1.0 billion senior unsecured revolving

credit facility that expires on July 14 2015 the Facility

The Facility may be used to provide credit support for our

commercial paper program and for general corporate

purposes Up to the equivalent of $250 million of the

Facility is available for multi-currency loans The interest

rate on borrowings under the Facility is based on LIBOR

or on the higher of prime which is the rate of interest

publicly announced by the administrative agent or 1/2%

plus the Federal funds rate We incurred costs of approxi

mately $1 million to establish the Facility which are being

amortized over the term of the Facility The Facility has an

annual fee of $0.7 million payable quarterly based on our

current credit ratings The Facility also contains cross-

default provision whereby failure to pay other material

financial obligations in excess of $100.0 million after

grace periods and absent waiver from the lenders

would result in an event of default and the acceleration of

the maturity of any outstanding debt under this facility At

June 30 2012 no borrowings were outstanding under

this agreement

We have fixed rate promissory note agreement with

financial institution pursuant to which we may borrow up to

$150.0 million in the form of loan participation notes

through one of our subsidiaries in Europe The interest rate

on borrowings under this agreement is at an all-in fixed

rate determined by the lender and agreed to by us at the

date of each borrowing At June 30 2012 no borrowings

were outstanding under this agreement Debt issuance

costs incurred related to this agreement were de minimis

We have an overdraft borrowing agreement with

financial institution pursuant to which our subsidiary in

.1 I.- -.--Jf- -f
UI n.Cy ii ray rjc 1.1 CUr 1tA tt 3C11131 .JLA t.IW lUll l.CItl

daily balances arising from its business operations In June

2012 we reduced the maximum total available balance

outstanding of the overdraft borrowing agreement from

40.0 million Turkish lira $22.0 million at the exchange

rate at June 30 2012 to 25.0 million Turkish ira $13.8

million at the exchange rate at June 30 2012 The interest
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rate applicable to each such credit shall be up to maxi

mum of 175 basis points per annum above the spot rate

charged by the lender or the lenders floating call rate

agreed to by us at each borrowing There were no debt

issuance costs incurred related to this agreement The

outstanding balance at June 30 2012 was 12.9 million

Turkish lira $7.1 million at the exchange rate at June 30

2012 and is classified as short-term debt in our consoli

dated balance sheet

Total debt as percent of total capitalization exclud

ing noncontrolling interests was 32% at June 30 2012

and June 30 2011

Cash Flows

Net cash provided by operating activities was $1126.7

million $1027.0 million and $956.7 million in fiscal 2012

2011 and 2010 respectively The increase in cash flows

from operating activities as compared with fiscal 2011

was primarily driven by an increase in net earnings favor

able levels of accounts payable primarily due to the tim

ing of payments and decrease in the levels of inventory

These improvements were partially offset by the change

in other liabilities primarily due to the timing of payments

and costs related to employee compensation advertising

merchandising and sampling and payroll and other taxes

as well as an increase in accounts receivable balances

primarily due to the timing of shipments Cash flows from

operating activities increased in fiscal 2011 as compared

with fiscal 2010 primarily reflecting the increase in net

earnings and the timing and level of accrued income taxes

This increase was partially offset by an increase in accounts

receivable balances due to timing of collections as well as

lower levels of accounts payable due to the timing of pay

ments and an increase in inventory in line with forecasted

sales activity and to ensure acceptable levels of service

Net cash used for investing activities was $428.3 mil

lion $606.9 million and $281.4 million in fiscal 2012 2011

and 2010 respectively The decrease in cash flows used

for
investing activities as compared with fiscal 2011 pri

marily reflected favorable comparison with the fiscal

Ii acquisition or masnDox Losmetics partially ottset

by an increase in capital expenditures for counters and

leasehold improvements The increase in cash flows used

for investing activities during fiscal 2011 as compared

with fiscal 2010 primarily reflected the fiscal 2011 acquisi

tion of Smash box Cosmetics as well as higher cash pay

ments for counters and computer hardware and software

Net cash used for financing activities was $585.1 mil

lion $313.1 million and $406.1 million in fiscal 2012 2011

and 2010 respectively The change in net cash used for

financing activities as compared with fiscal 2011 primarily

reflected an increase in
treasury

stock purchases lower

net proceeds from employee stock transactions and an

increase in the payment of dividends during the current

year as result of an increase in the annual dividend rate

The repayment of the 2012 Senior Notes during
the cur

rent year was offset by proceeds from the issuance of

short-term commercial paper Subsequent to June 30

2012 we purchased approximately 2.0 million additional

shares of Class Common Stock for $104.2 million pursu

ant to our share repurchase program The decrease in net

cash flows used for financing activities in fiscal 2011

reflected favorable comparison with fiscal 2010 which

included the partial redemption of the 2012 and 2013

Senior Notes This favorable comparison was offset by an

increase in treasury stock purchases and an increase in

the common stock dividends during fiscal 2011

Dividends

On November 32011 our Board of Directors declared

two-for-one stock split on our Class and Class Com

mon Stock to be effected in the form of stock dividend

As result of this action one additional share was issued

on January 20 2012 for each share held by stockholders

of record at the close of business on January 2012 The

stock split did not have an impact on our consolidated

financial position or results of operations Share and
per

share amounts have been restated for the stock split

During the current year we paid dividends on Class

and Class Common Stock of $.525 per share or an

aggregate of $204.0 million as compared with $.375 per

share or an aggregate of $148.0 million in the prior year

Pension and Post-retirement Plan Funding

Several factors influence the annual funding requirements

for our pension plans For the U.S Qualified Plan our

funding policy consists of annual contributions at rate

that provides for future plan benefits and maintains appro

priate funded percentages Such contribution is not less

than the minimum required by the Employee Retirement

Income Security Act of 1974 as amended ERISA and

subsequent pension legislation and is not more than the

maximum amount deductible for income tax purposes

For each international plan our funding policies are deter

mined by local laws and regulations In addition amounts

necessary to fund future obligations under these plans

could
vary depending on estimated assumptions as

detailed in Managements Discussion and Analysis of

Financial Condition and Results of Operations Critical

Accounting Policies and Estimates The effect of our pen

sion plan funding on future operating results will depend

on economic conditions employee demographics

mortality rates the number of participants electing to take

lump-sum distributions investment performance and

funding decisions
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For the U.S Qualified Plan we maintain an investment

strategy of matching the duration of substantial portion

of the plan assets with the duration of the underlying plan

liabilities This strategy assisted in maintaining funded

ratio of more than 100% as of June 30 2012 For fiscal

2012 and 2011 we met or exceeded all minimum contribu

tions required by ERISA for the U.S Qualified Plan These

cash contributions to the U.S Qualified Plan totaled $75.6

million and $35.6 million during fiscal 2012 and 2011

respectively We made discretionary cash contributions to

our post-retirement medical plan in the United States of

$9.4 million and $8.4 million during fiscal 2012 and 2011

respectively As we continue to monitor the performance

of our plan assets we may decide to make discretionary

cash contributions to the U.S Qualified Plan or our post-

retirement plan in the United States during fiscal 2013

but do not have plans to do so at this time

For fiscal 2012 and 2011 we made benefit payments

under our non-qualified domestic noncontributory

pension plan of $6.6 million and $8.8 million respectively

Contractual Obligations

We expect to make benefit payments under this plan

during fiscal 2013 of approximately $10.8 million For

fiscal 2012 and 2011 we made cash contributions to our

international defined benefit pension plans of $29.7 mil

lion and $34.1 million respectively We expect to make

contributions under these plans during fiscal 2013 of

approximately $24.7 million

Commitments and Contingencies

Certain of our business acquisition agreements include

earn-out provisions These provisions generally require

that we pay to the seller or sellers of the business addi

tional amounts based on the performance of the acquired

business Since the size of each payment depends upon

performance of the acquired business we do not expect

that such payments will have material adverse impact on

our future results of operations or financial condition

For additional contingencies refer to Note 14
Commitments and Contingencies of Notes to Consolidated

Financial Statements

The following table summarizes scheduled maturities of our contractual obligations for which cash flows are fixed and

determinable as of June 30 2012

Payments Due in Fiscal

Total 2013 2014 2015 2016 2017 Thereafter

In millions

Debt service1 $2066.7 286.2 $291.6 46.6 46.4 $346.3 $1049.6

Operating lease commitments2 1537.9 266.6 243.5 209.3 182.8 153.5 482.2

Unconditional purchase obligations3 21 78.6 11 30.0 21 3.1 197.5 85.0 4.5 338.5

Gross unrecognized tax benefits and

interestcurrent4 0.9 0.9

Total contractual obligations $5784.1 $1683.7 $748.2 $453.4 $414.2 $614.3 $1870.3

Includes long-term and short-term debt and the related projected interest costs and to lesser extent capital lease commitments Interest costs

on long-term and short-term debt are projected to be $64.4 million in fiscal 2013 $55.1 million in fiscal 2014 $46.2 million in each of the years

from fiscal 2015 through fiscal 2017 and $549.8 million thereafter Projected interest costs on variable rate instruments were calculated using

market rates at June 30 2012 Including the 2022 Senior Notes and 2042 Senior Notes and redemption of the 2013 Senior Notes debt service

costs are projected to increase $247.2 million in fiscal 2013 decrease $223.9 million in fiscal 2014 increase $15.1 million in each of the years from

fiscal 2015 through fiscal 2017 and increase $768.2 million thereafter Refer to Note 1ODebtof Notes to Consolidated Financial Statements

Minimum operating lease commitments only include base rent Certain leases provide for contingent rents that are not measurable at inception

and primarily include rents based on percentage of sales in excess of stipulated levels as well as common area maintenance These amounts are

excluded from minimum operating lease commitments and are included in the determination of total rent expense when it is probable that the

expense has been incurred and the amount is reasonably measurable

Unconditional purchase obligations primarily include inventory commitments estimated future earn-out payments estimated royalty payments

pursuant to license agreements advertising commitments capital improvement commitments planned funding of pension and other post-

retirement benefit obligations commitments pursuant to executive compensation arrangements obligations related to our cost savings initiatives

and arni Iicltinnc it rn nrn-n it nwmpntc nd
itt rn rntIt md mdprticinc rnnlmitmnntc oro nctimtprl kmcod nn nLinnod fi it rn c1Ipc mr thn

term th was in effect at June 30 2012thout consideration for potential renewal pedods

Refer to Note 8Income Taxes of Notes to Consolidated Financial Statements for information regarding unrecognized tax benefits As of

June 30 2012 the noncurrent portion of our unrecognized tax benefits including related accrued interest and penalties was $106.2 million

At this time the settlement period for the noncurrent portion of the unrecognized tax benefits including related accrued interest and penalties

cannot be determined and therefore was not included
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Derivative Financial Instruments and

Hedging Activities

We address certain financial exposures through con

trolled program of risk management that includes the use

of derivative financial instruments We enter into foreign

currency forward contracts and may enter into option

contracts to reduce the effects of fluctuating foreign

currency exchange rates and interest rate derivatives to

manage the effects of interest rate movements on our

aggregate liability portfolio We also enter into foreign

currency forward contracts and may use option contracts

not designated as hedging instruments to mitigate the

change in fair value of specific assets and liabilities on the

balance sheet We do not utilize derivative financial

instruments for trading or speculative purposes Costs

associated with entering into these derivative financial

instruments have not been material to our consolidated

financial results

For each derivative contract entered into where we

look to obtain special hedge accounting treatment we for

mally document all relationships between hedging instru

ments and hedged items as well as our risk-management

objective and strategy for undertaking the hedge trans

action the nature of the risk being hedged how the

hedging instruments effectiveness in offsetting the

hedged risk will be assessed prospectively and retro

spectively and description of the method of measuring

ineffectiveness This process includes linking all deriva

tives to specific assets and liabilities on the balance sheet

or to specific firm commitments or forecasted trans

actions We also formally assess both at the hedges

inception and on an ongoing basis whether the deriva

tives that are used in hedging transactions are highly

effective in offsetting changes in fair values or cash flows

of hedged items If it is determined that derivative is not

highly effective or that it has ceased to be highly effec

tive hedge we will be required to discontinue hedge

accounting with respect to that derivative prospectively

Foreign Exchange Risk Management

We enter into foreign currency forward contracts to

hedge anticipated transactions as well as receivables and

payables denominated in foreign currencies for periods

consistent with our identified exposures The purpose of

the hedging activities is to minimize the effect of foreign

exchange rate movements on costs and on the cash flows

that we receive from foreign subsidiaries The majority of

foreign currency forward contracts are denominated in

currencies of major industrial countries We may also

enter into foreign currency option contracts to hedge

anticipated transactions The foreign currency forward

contracts entered into to hedge anticipated transactions

have been designated as foreign currency cash-flow

hedges and have varying maturities through the end of

March 2014 Hedge effectiveness of foreign currency

forward contracts is based on hypothetical derivative

methodology and excludes the portion of fair value attrib

utable to the spot-forward difference which is recorded in

current-period earnings The ineffective portion
of foreign

currency forward contracts is recorded in current-period

earnings For hedge contracts that are no longer deemed

highly effective hedge accounting is discontinued and

gains and losses accumulated in other comprehensive

income loss are reclassified to earnings when the under

lying forecasted transaction occurs If it is probable that

the forecasted transaction will no longer occur then any

gains or losses in accumulated other comprehensive

income loss are reclassified to current-period earnings

As of June 30 2012 these foreign currency cash-flow

hedges were highly effective in all material respects

At June 30 2012 we had foreign currency forward

contracts in the amount of $1476.0 million The foreign

currencies included in foreign currency forward contracts

notional value stated in U.S dollars are principally the

British pound $376.7 million Euro $223.4 million

Canadian dollar $184.0 million Swiss franc $129.9 mil

lion Australian dollar $106.5 million Korean won

$75.1 million and Thailand baht $51.3 million

Credit Risk

As matter of policy we only enter into derivative con

tracts with counterparties that have long-term credit rat

ing of at least A- or higher by at least two nationally

recognized rating agencies The counterparties to these

contracts are major financial institutions Exposure to

credit risk in the event of nonperformance by any of the

counterparties is limited to the
gross

fair value of con

tracts in asset positions which totaled $17.7 million at

June 30 2012 To manage this risk we have established

counterparty credit guidelines that are continually moni

tored Accordingly management believes risk of loss

under these hedging contracts is remote

Certain of our derivative financial instruments contain

credit-risk-related contingent features At June 30 2012

we were in net asset position for certain derivative

contracts that contain such features with two counterpar

ties The fair value of those contracts as of June 30 2012

was approximately $2.8 million As of June 30 2012 we

were in compliance with such credit-risk-related contin

gent features

Market Risk

We use value-at-risk model to assess the market risk of

our derivative financial instruments Value-at-risk repre
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sents the potential losses for an instrument or portfolio

from adverse changes in market factors for specified

time period and confidence level We estimate value-at-

risk across all of our derivative financial instruments using

model with historical volatilities and correlations calcu

lated over the past 250-day period The high low and

average measured value-at-risk during fiscal 2012 related

to our foreign exchange contracts is as follows

YEAR ENDED JUNE 30 2012

In millions High Low Average

Foreign exchange

contracts $47.1

The model estimates were made assuming normal market

conditions and 95 percent confidence level We used

statistical simulation model that valued our derivative

financial instruments against one thousand randomly

generated market price paths Our calculated value-at-risk

exposure represents an estimate of reasonably possible

net losses that would be recognized on our portfolio of

derivative financial instruments assuming hypothetical

movements in future market rates and is not necessarily

indicative of actual results which may or may not occur

It does not represent the maximum possible loss or any

expected loss that may occur since actual future gains

and losses will differ from those estimated based upon

actual fluctuations in market rates operating exposures

and the timing thereof and changes in our portfolio of

derivative financial instruments during the year

We believe however that any such loss incurred would

be offset by the effects of market rate movements on the

respective underlying transactions for which the deriva

tive financial instrument was intended

OFF-BALANCE SHEET ARRANGEMENTS
We do not maintain any off-balance sheet arrangements

transactions obligations or other relationships with uncon

solidated entities other than operating leases that would

be expected to have material current or future effect

upon our financial condition or results of operations

RECENTLY ISSUED ACCOUNTING STANDARDS

Refer to Note 2Summary of Significant Accounting

Policies of Notes to Consolidated Financial Statements

fnr diccllcdnn rcjrdino tha mnct nf crniantino tn
dards that were cently issued but not yet effecte on

our consolidated financial statements

FORWARD-LOOKING INFORMATION

We and our representatives from time to time make writ

ten or oral forward-looking statements including state

ments contained in this and other filings with the

Securities and Exchange Commission in our press

releases and in our reports to stockholders The words

and phrases will likely result expect believe

planned may should could anticipate

estimate project intend forecast or similar

expressions are intended to identify forward-looking

statements within the meaning of the Private Securities

Litigation Reform Act of 1995 These statements include

without limitation our expectations regarding sales earn

ings or other future financial performance and liquidity

product introductions entry into new geographic regions

information systems initiatives new methods of sale our

long-term strategy restructuring and other charges and

resulting cost savings and future operations or operating

results Although we believe that our expectations are

based on reasonable assumptions within the bounds of

our knowledge of our business and operations actual

results may differ materially from our expectations Factors

that could cause actual results to differ from expectations

include without limitation

increased competitive activity
from companies in the

skin care makeup fragrance and hair care businesses

some of which have greater resources than we do

our ability to develop produce and market new prod

ucts on which future operating results may depend and to

successfully address challenges in our business

consolidations restructurings bankruptcies and

reorganizations
in the retail industry causing decrease in

the number of stores that sell our products an increase in

the ownership concentration within the retail industry

ownership of retailers by our competitors or ownership of

competitors by our customers that are retailers and our

inability to collect receivables

destocking and tighter working capital management

by retailers

the success or changes in timing or scope of new

product launches and the success or changes in the

timing or the scope of advertising sampling and

merchandising programs

shifts in the preferences of consumers as to where

and how they shop for the types of products and services

we sell

$9.0 $24.7
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social political and economic risks to our foreign or

domestic manufacturing distribution and retail opera

tions including changes in foreign investment and trade

policies and regulations of the host countries and of the

United States

changes in the laws regulations and policies includ

ing the interpretations and enforcement thereof that

affect or will affect our business including those relating

to our products or distribution networks changes in

accounting standards tax laws and regulations environ

mental or climate change laws regulations or accords

trade rules and customs regulations and the outcome

and expense of legal or regulatory proceedings and any

action we may take as result

foreign currency fluctuations affecting our results of

operations and the value of our foreign assets the relative

prices at which we and our foreign competitors sell

products in the same markets and our operating and

manufacturing costs outside of the United States

10 changes in global or local conditions including those

due to the volatility in the global credit and equity mar

kets natural or man-made disasters real or perceived

epidemics or energy costs that could affect consumer

purchasing the willingness or ability of consumers to

travel and/or purchase our products while traveling the

financial strength of our customers suppliers or other

contract counterparties our operations the cost and

availability of capital which we may need for new equip

ment facilities or acquisitions
the returns that we are able

to generate on our pension assets and the resulting

impact on funding obligations the cost and availability of

raw materials and the assumptions underlying our critical

accounting estimates

11 shipment delays commodity pricing depletion of

inventory and increased production costs resulting from

disruptions of operations at any of the facilities that

manufacture nearly all of our supply of particular type of

product i.e focus factories or at our distribution or

inventory centers including disruptions that may be

caused by the implementation of SAP as part of our

Strategic Modernization Initiative or by restructurings

12 real estate rates and availability which may affect our

ability to increase or maintain the number of retail

locations at which we sell our products and the costs

associated with our other facilities

13 changes in product mix to products which are less

profitable

14 our ability to acquire develop or implement new

information and distribution technologies
and initiatives

on timely basis and within our cost estimates and our

ability to maintain continuous operations
of such systems

and the security of data and other information that may

be stored in such systems or other systems or media

15 our ability to capitalize on opportunities
for improved

efficiency such as publicly-announced strategies and

restructuring and cost-savings initiatives and to integrate

acquired businesses and realize value therefrom

16 consequences attributable to local or international

conflicts around the world as well as from any terrorist

action retaliation and the threat of further action

or retaliation

17 the timing and impact of acquisitions and divesti

tures which depend on willing sellers and buyers

respectively and

18 additional factors as described in our filings with the

Securities and Exchange Commission including this

Annual Report on Form 10-K for the fiscal
year

ended

June 30 2012

We assume no responsibility to update forward-looking

statements made herein or otherwise
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CONSOLIDATED STATEMENTS OF EARNINGS

YEAR ENDED JUNE 30 2012 2011 2010

In millions except per share data

Net Sales $971 3.6 $881 0.0 $7795.8

Costof sales 1995.8 1936.9 1829.4

Gross Profit 771 7.8 6873.1 5966.4

Operating expenses

Selling general
and administrative 6324.8 5696.7 5067.0

Restructuring and other charges 59.6 49.0 61.1

Goodwill impairment
29.3 6.6

Impairment of other intangible and long-lived assets 21.7 8.7 31.8

Total operating expenses 6406.1 5783.7 51 76.5

Operating Income 1311.7 1089.4 789.9

Interest expense net 61.1 63.9 74.3

Interest expense on debt extinguishment
27.3

Other income 10.5

Earnings before Income Taxes 1261.1 1025.5 688.3

Provision for income taxes 400.6 321.7 205.9

Net Earnings 860.5 703.8 482.4

Net earnings attributable to noncontrolling interests 3.6 3.0 4.1

Net Earnings Attributable to The Estee Lauder Companies Inc 856.9 700.8 478.3

Net earnings attributable to The Estee Lauder Companies Inc

per common share

Basic 2.20 1.78 1.21

Diluted 2.16 1.74 1.19

Weighted-average common shares outstanding

Basic 388.7 394.0 395.4

Diluted 397.0 402.4 401.5

Cash dividends declared
per common share .525 .375 .275

See notes to consolidated financial statements
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CONSOLIDATED BALANCE SHEETS

JUNE 30 2012 2011

in millions

ASSETS

Current Assets

Cash and cash equivalents 1347.7 1253.0

Accounts receivable net 1060.3 945.6

Inventory and promotional merchandise net 983.6 995.6

Prepaid expenses and other current assets 463.5 492.3

Total current assets 3855.1 3686.5

Property Plant and Equipment net 1231.8 1143.1

Other Assets

Goodwill 882.6 877.3

Other intangible assets net 190.1 227.5

Other assets 433.4 339.5

Total other assets 1506.1 1444.3

Total assets 6593.0 6273.9

LIABILITIES AND EQUITY
Current Liabilities

Currentdebt 219.0 138.0

Accounts payable 493.8 446.7

Accrued income taxes 97.2 62.3

Other accrued liabilities 1315.8 1296.3

Total current liabilities 2125.8 1943.3

Noncurrent Liabilities

Long-term debt 1069.1 1080.1

Accrued income taxes 106.3 30.0

Other noncurrent liabilities 544.3 473.5

Total noncurrent liabilities 1719.7 1683.6

Commitments and Contingencies

Equity

Common stock $01 par value 650000000 shares Class authorized shares issued

399491292 at June 30 2012 and 3931 73952 at June 30 2011 240000000 shares

Class authorized shares issued and outstanding 151778082 at June 30 2012 and

51964082 at June 30 2011 5.5 5.5

Paid-in capital 2006.1 1735.6

Retained earnings 4764.9 41 3.7

Accumulated other comprehensive income loss 212.9 7.7

6563.6 5872.5

Less Treasury stock at cost 162371840 Class shares at June 30 2012 and 50575090

Class shares at June 30 2011 3830.4 3243.1

Total stockholders equityThe Estee Lauder Companies Inc 2733.2 2629.4

Noncontrolling interests 14.3 7.6

Total equity 2747.5 2647.0

Total liabilities and equity 6593.0 6273.9

See notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF EQUITY

YEAR ENDED JUNE 30 2012 2011 2010

In millions

Common stock beginning of
year 5.5 5.5 5.3

Stock-based compensation 0.2

Common stock end of year 5.5 55 55

Paid-in capital beginning of year 1735.6 1428.7 1145.6

Stock-based compensation 270.7 306.9 283.7

Purchase of noncontrolling interest 0.2 0.6

Paid-in capital end of year 2006.1 1735.6 1428.7

Retained earnings beginning of
year 411 3.7 3561.2 31 92.3

Common stock dividends 204.1 148.3 109.3

Stock-based compensation 1.6 0.1

Net earnings attributable to The Estee Lauder Companies Inc 856.9 700.8 478.3

Retained earnings end of year 4764.9 411 3.7 3561.2

Accumulated other comprehensive income loss beginning of year 7.7 96.7 7.1

Other comprehensive income loss 230.6 214.4 79.4

Purchase of noncontrolling interest 0.2

Accumulated other comprehensive income loss end of year 212.9 17.7 196.7

Treasury stock beginning of year 3243.1 2850.3 2586.1

Acquisition of treasury stock 555.2 376.9 257.8

Stock-based compensation 32.1 5.9 6.4

Treasury stock end of year 3830.4 3243.1 2850.3

Total stockholders equityThe Estee Lauder Companies Inc 2733.2 2629.4 1948.4

Noncontrolling interests beginning of
year

7.6 7.0 24.0

Net earnings attributable to noncontrolling interests 3.6 3.0 4.1

Distributions to noncontrolling interest holders 3.9 5.6 7.7

Purchase of noncontrolling interest 0.4

Other comprehensive income loss 2.6 3.2 3.4

Noncontrolling interests end of year 14.3 7.6 7.0

Total equity 2747.5 2647.0 1965.4

See notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME LOSS

YEAR ENDED JUNE 30

See notes to consolidated financial statements

2012 2011 2010

In millions

Net earnings $860.5 $703.8 $482.4

Other comprehensive income loss

Net unrealized investment gain loss net of tax 0.3 0.4

Net derivative instrument gain loss net of tax 8.1 5.0 2.8

Net actuarial gain loss net of tax 101.0 25.9 32.4

Net prior service credit cost net of tax 6.5 7.3 5.5

Translation adjustments net of tax 156.8 213.7 69.3

233.2 21 7.6 83.0

Comprehensive income loss 627.3 921.4 399.4

Comprehensive income loss attributable to noncontrolling interests

Net earnings 3.6 3.0 4.1

Translation adjustments net of tax 2.6 3.2 3.4

1.0 6.2 0.7

Comprehensive income loss attributable to

The Estee Lauder Companies Inc $626.3 $91 5.2 $398.7
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CONSOLIDATED STATEMENTS OF CASH FLOWS

See notes to consolidated financial statements

2012 2011 2010

860.5 703.8 482.4

YEAR ENDED JUNE30

In millions

Cash Flows from Operating Activities

Net earnings

Adjustments to reconcile net earnings to net cash flows from

operating activities

Depreciation and amortization 295.8 294.4 263.7

Deferred income taxes 22.1 24.5 24.7

Non-cash stock-based compensation 124.7 94.8 57.0

Excess tax benefits from stock-based compensation arrangements 57.8 49.7 10.8

Loss on disposal of property plant and equipment 2.7 7.7 23.0

Goodwill other intangible asset and long-lived asset impairments 21.7 38.0 48.4

Non-cash charges associated with restructuring activities 3.5 9.4 21.4

Non-cash charge on debt extinguishment 2.4

Pension and post-retirement benefit
expense 68.5 78.5 61.6

Pension and post-retirement benefit contributions 126.9 92.4 125.7

Other non-cash items 3.7 0.6 0.6

Changes in operating assets and liabilities

Decrease increase in accounts receivable net 78.4 24.7 79.2

Increase in inventory and promotional merchandise net 41.2 95.1 60.8

Decrease increase in other assets net 63.1 52.5 29.3

Increase decrease in accounts payable 68.3 7.0 103.6

Increase decrease in accrued income taxes 96.6 103.1 78.8

Increase in other liabilities 60.2 52.6 84.9

Net cash flows provided by operating activities 11 26.7 102 7.0 956.7

Cash Flows from Investing Activities

Capital expenditures 420.7 351.0 270.6

Acquisition of businesses and other intangible assets net of cash acquired 7.6 256.1 10.7

Proceeds from the disposition of long-term investments 0.2

Purchases of long-term investments 0.1

Net cash flows used for investing activities 428.3 606.9 281 .4

Cash Flows from Financing Activities

Borrowings repayments of current debt net 197.4 0.4 7.5

Debt issuance costs 1.1

Repayments and redemptions of long-term debt 128.8 16.5 227.2

Net settlement of interest rate derivatives 47.4

Net proceeds from stock-based compensation transactions 90.8 56.1 205.0

Excess tax benefits from stock-based compensation arrangements 57.8 49.7 10.8

Payments to acquire treasury stock 592.7 396.6 266.7

Dividends paid to stockholders 204.0 48.0 109.1

Payments to noncontrolling interest holders 4.5 5.6 11.4

Net cash flows used for financing activities 585.1 313.1 406.1

Effect of Exchange Rate Changes on Cash and Cash Equivalents 18.6 25.3 3.0

Net Increase in Cash and Cash Equivalents 94.7 32.3 256.2

Cash and Cash Equivalents at Beginning of Year 1253.0 1120.7 864.5

Cash and Cash Equivalents at End of Year $1347.7 $1253.0 $1120.7
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1DESCRIPTION OF BUSINESS

The Estee Lauder Companies Inc manufactures markets

and sells skin care makeup fragrance and hair care

products around the world Products are marketed under

various brand names including Estee Lauder Aramis

Clinique Prescriptives Lab Series Origins MAC Bobbi

Brown La Mer Aveda Jo Malone Bumble and bumble

Darphin Flirt GoodSkin Labs Ojon and Smashbox

Certain subsidiaries of The Estee Lauder Companies Inc

are also the global licensee of the Tommy Hilfiger

Kiton Donna Karan Michael Kors Tom Ford Coach

and Ermenegildo Zegna brand names for fragrances

and/or cosmetics

NOTE 2SUMMARY OF SIGNIFICANT

ACCOUNTING POLICIES

Principles of Consolidation

The accompanying consolidated financial statements

include the accounts of The Estee Lauder Companies Inc

and its subsidiaries collectively the Company All sig

nificant intercompany balances and transactions have

been eliminated

Certain amounts in the consolidated financial state

ments of prior years
have been reclassified to conform to

current year presentation

All share except par
value per share earnings per

common share and cash dividends declared
per common

share information for all prior years
reflect the two-for-one

stock split on the Companys Class and Class

Common Stock which was effected in the form of stock

dividend for each share held by stockholders of record at

the close of business on January 2012 The number of

shares of the Companys Class Common Stock issuable

upon exercise of outstanding stock options and vesting of

other stock-based awards were proportionately increased

in accordance with the terms of the respective plans

Management Estimates

The preparation of financial statements and related

disclosures in conformity with U.S generally accepted

accounting principles U.S GAAP requires management

to make estimates and assumptions that affect the reported

amounts of assets and liabilities and disclosure of contin

gent assets and liabilities at the date of the financial state

ments and the reported amounts of revenues and expenses

reported in those financial statements Certain significant

accounting policies that contain subjective management

estimates and assumptions include those related to

revenue recognition inventory pension and other post-

retirement benefit costs goodwill other intangible assets

and long-lived assets income taxes and derivatives Man

agement evaluates its estimates and assumptions on an

ongoing basis using historical experience and other factors

including the current economic environment and makes

adjustments when facts and circumstances dictate As

future events and their effects cannot be determined with

precision actual results could differ significantly from those

estimates and assumptions Significant changes if any in

those estimates and assumptions resulting from continuing

changes in the economic environment will be reflected in

the consolidated financial statements in future periods

Currency Translation and Transactions

All assets and liabilities of foreign subsidiaries and affiliates

are translated at year-end rates of exchange while revenue

and expenses are translated at weighted-average rates of

exchange for the period Unrealized translation gains or

losses are reported as cumulative translation adjustments

through other comprehensive income loss OCI
Such adjustments attributable to The Estee Lauder Com

panies Inc amounted to $154.2 million $210.5 million

and $65.9 million of unrealized translation gains losses

net of tax in fiscal 2012 2011 and 2010 respectively For

the Companys Venezuelan subsidiary operating in

highly inflationary economy the U.S dollar is the func

tional currency Remeasurement adjustments in financial

statements in highly inflationary economy and other

transactional gains and losses are reflected in earnings

The Company enters into foreign currency forward

contracts and may enter into option contracts to hedge

foreign currency transactions for periods consistent with

its identified exposures Accordingly the Company cate

gorizes these instruments as entered into for purposes

other than trading

The accompanying consolidated statements of earn

ings include net exchange losses on foreign currency

transactions of $0.5 million $18.6 million and $33.3

million in fiscal 2012 2011 and 2010 respectively

Cash and Cash Equivalents

Cash and cash equivalents include $660.2 million and

$242.5 million of short-term time deposits at June 30

2012 and 2011 respectively The Company considers all

highly liquid investments with original maturities of three

months or less to be cash equivalents As of June 30 2012

approximately 24% and 20% of the Companys cash and

cash equivalents are held by two financial institutions

Accounts Receivable

Accounts receivable is stated net of the allowance for

doubtful accounts and customer deductions totaling

$31.1 million and $33.9 million as of June 30 2012

and 2011 respectively This reserve is based upon the

evaluation of accounts receivable aging specific expo

sures and historical trends
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Inventory and Promotional Merchandise

Inventory
and promotional merchandise only includes

inventory considered saleable or usable in future periods

and is stated at the lower of cost or fair-market value with

cost being based on standard cost which approximates

actual cost on the first-in first-out method Cost compo

nents include raw materials componentry direct labor

and overhead e.g indirect labor utilities depreciation

purchasing receiving inspection and warehousing as

well as inbound freight Manufacturing overhead is allo

cated to the cost of inventory based on the normal pro

duction capacity Unallocated overhead during periods of

abnormally low production levels are recognized as cost

of sales in the period in which they are incurred Promo

tional merchandise is charged to expense at the time the

merchandise is shipped to the Companys customers

Included in inventory and promotional merchandise is an

inventory obsolescence reserve which represents the dif

ference between the cost of the inventory and its esti

mated realizable value based on various product sales

projections This reserve is calculated using an estimated

obsolescence percentage applied to the inventory based

on age historical trends and requirements to support

forecasted sales In addition and as necessary specific

reserves for future known or anticipated events may

be established

Derivative Financial Instruments

The Companys derivative financial instruments are

recorded as either assets or liabilities on the balance sheet

and measured at fair value All derivatives are desig

nated as hedge of the fair value of recognized asset or

liability or of an unrecognized firm commitment fair

value hedge ii designated as hedge of forecasted

transaction or of the variability of cash flows to be

received or paid related to recognized asset or liability

foreign currency cash-flow hedge or iii not desig

nated as hedging instrument Changes in the fair value

of derivative that is designated and qualifies as fair-

value hedge that is highly effective are recorded in cur

rent-period earnings along with the loss or gain on the

hedged asset or liability that is attributable to the hedged

risk including losses or gains on unrecognized firm com
mitments Changes in the fair value of derivative that is

designated and qualifies as foreign currency
cash-flow

hedge of foreign-currency-denominated forecasted

transaction that is highly effective are recorded in OCI

Gains and losses deferred in OCI are then recognized in

current-period earnings when earnings are affected by

the variability of cash flows of the hedged foreign-

currency-denominated forecasted transaction e.g when

periodic settlements on variable-rate asset or liability are

recorded in earnings Changes in the fair value of deriva

tive instruments not designated as hedging instruments

are reported in current-period earnings

Property Plant and Equipment

Property plant and equipment including leasehold and

other improvements that extend an assets useful life or

productive capabilities are carried at cost less accumu

lated depreciation and amortization Costs incurred for

computer software developed or obtained for internal use

are capitalized during the application development stage

and expensed as incurred during the preliminary project

and post-implementation stages For financial statement

purposes depreciation is provided principally on the

straight-line method over the estimated useful lives

of the assets ranging from to 40 years Leasehold

improvements are amortized on straight-line basis over

the shorter of the lives of the respective leases or the

expected useful lives of those improvements

Goodwill and Other Indefinite-lived Intangible Assets

Goodwill is calculated as the excess of the cost of

purchased businesses over the fair value of their underly

ing net assets Other indefinite-lived intangible assets

principally consist of trademarks Goodwill and other

indefinite-lived intangible assets are not amortized

The Company assesses goodwill and other indefinite-

lived intangible assets at least annually for impairment as

of the beginning of the fiscal fourth quarter or more

frequently if certain events or circumstances exist The

Company tests goodwill for impairment at the reporting

unit level which is one level below the Companys operat

ing segments The Company identifies its reporting units

by assessing whether the components of its operating

segments constitute businesses for which discrete finan

cial information is available and management of each

reporting unit regularly reviews the operating results of

those components The Company makes certain judg

ments and assumptions in allocating assets and liabilities

to determine carrying values for its reporting units Impair

ment testing is performed in two steps the Company

determines impairment by comparing the fair value of

reporting unit with its carrying value and ii if there is an

impairment the Company measures the amount of

impairment loss by comparing the implied fair value of

cyrrdAiII ith thc rrrino mni nt tht cInrrIAiII Th

impairment test for indefinite-lived intangible assets

encompasses calculating fair value of an indefinite-lived

intangible asset and comparing the fair value to its

carrying value If the carrying
value exceeds the fair value

impairment is recorded
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Testing goodwill for impairment requires the Company

to estimate fair values of reporting units using significant

estimates and assumptions The assumptions made will

impact the outcome and ultimate results of the testing

The Company uses industry accepted valuation models

and set criteria that are reviewed and approved by various

levels of management and in certain instances the

Company engages third-party valuation specialists

for advice To determine fair value of the reporting unit

the Company generally uses an equal weighting of the

income and market approaches In certain circumstances

equal weighting will not be applied if one of these

methods may be less applicable e.g only the income

approach would be used for reporting units with

existing negative margins The Company believes both

approaches are equally relevant and the most reliable

indications of fair value because the fair value of product

or service companies is more dependent on the ability to

generate earnings than on the value of the assets used in

the production process

Under the income approach the Company determines

fair value using discounted cash flow method project

ing future cash flows of each reporting unit as well as

terminal value and discounting such cash flows at rate

of return that reflects the relative risk of the cash flows

Under the market approach the Company utilizes infor

mation from comparable publicly traded companies with

similar operating and investment characteristics as the

reporting units which creates valuation multiples that are

applied to the operating performance of the reporting

unit being tested to value the reporting unit The key esti

mates and factors used in these two approaches include

but are not limited to revenue growth rates and profit

margins based on internal forecasts terminal value the

weighted-average cost of capital used to discount future

cash flows and comparable market multiples

To determine fair value of other indefinite-lived intan

gible assets the Company uses an income approach the

relief-from-royalty method This method assumes that in

lieu of ownership third
party

would be willing to pay

royalty in order to obtain the rights to use the comparable

asset Other indefinite-lived intangible assets fair values

require significant judgments in determining both the

assets estimated cash flows as well as the appropriate

discount and royalty rates applied to those cash flows to

determine fair value Changes in such estimates or the

application of alternative assumptions could produce

significantly different results

Long-Lived Assets

The Company reviews long-lived assets for impairment

whenever events or changes in circumstances indicate

that the carrying amount may not be recoverable When

such events or changes in circumstances occur recover

ability test is performed comparing projected undis

counted cash flows from the use and eventual disposition

of an asset or asset group to its carrying value If the pro

jected undiscounted cash flows are less than the carrying

value then an impairment charge would be recorded for

the excess of the
carrying

value over the fair value which

is determined by discounting future cash flows

Concentration of Credit Risk

The Company is worldwide manufacturer marketer and

distributor of skin care makeup fragrance and hair care

products Domestic and international sales are made

primarily to department stores perfumeries and specialty

retailers The Company grants credit to all qualified

customers and does not believe it is exposed significantly

to any undue concentration of credit risk

The Companys largest customer sells products primar

ily
within the United States and accounted for $1048.1

million or 11% $967.6 million or 11% and $876.3 mil

lion or 11% of the Companys consolidated net sales in

fiscal 2012 2011 and 2010 respectively This customer

accounted for $110.2 million or 10% and $92.3 million

or 10% of the Companys accounts receivable at June 30

2012 and 2011 respectively

Revenue Recognition

Revenues from product sales are recognized upon

transfer of ownership including passage of title to the

customer and transfer of the risk of loss related to those

goods In the Americas region sales are generally recog

nized at the time the product is shipped to the customer

and in the Europe the Middle East Africa and Asia/

Pacific regions sales are generally recognized based

upon the customers receipt In certain circumstances

transfer of title takes place at the point of sale for exam

ple at the Companys retail stores The Company records

revenues generated from purchase with purchase promo

tions in Net Sales and costs of its purchase with purchase

and gift with purchase promotions in Cost of sales

Revenues are reported on net sales basis which is

computed by deducting from gross sales the amount of

actual product returns received discounts incentive

arrangements with retailers and an amount established for

anticipated product returns The Companys practice is to

accept product returns from retailers only if properly

requested authorized and approved In accepting returns

the Company typically provides credit to the retailer

against accounts receivable from that retailer As

percentage of
gross sales returns were 3.5% in fiscal 2012

and 2011 and 4.3% in fiscal 2010
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Payments to Customers

Certain incentive arrangements require the payment of

fee to customers based on their attainment of pre

established sales levels These fees have been recorded as

reduction of Net Sales in the accompanying consoli

dated statements of earnings and were not material to the

results of operations in any period presented

The Company enters into transactions related to adver

tising product promotions and demonstrations some of

which involve cooperative relationships with customers

These activities may be arranged either with unrelated

third parties or in conjunction with the customer The

Companys share of the cost of these transactions regard

less of to whom they were paid are reflected in Selling

general and administrative expenses in the accompanying

consolidated statements of earnings and were approxi

mately $1343 million $1152 million and $1070 million

in fiscal 2012 2011 and 2010 respectively

Advertising and Promotion

Global net expenses for advertising merchandising

sampling promotion and product development costs

were $2655.7 million $2345.8 million and $2015.9 mil

lion in fiscal 2012 2011 and 2010 respectively and are

expensed as incurred Excluding the impact of purchase

with purchase and gift with purchase promotions adver

tising merchandising sampling and promotion expenses

included in operating expenses were $2458.9 million

$2160.7 million and $1818.5 million in fiscal 2012 2011

and 2010 respectively

Research and Development

Research and development costs amounted to $96.5

million $85.7 million and $79.5 million in fiscal 2012

2011 and 2010 respectively Research and development

costs are expensed as incurred

Shipping and Handling

Shipping and handling expenses of $312.4 million $289.7

million and $263.3 million in fiscal 2012 2011 and 2010

respectively are recorded in Selling general and adminis

trative expenses in the accompanying consolidated state

ments of
earnings and include distribution center costs

third-party logistics costs and outbound freight

Operating Leases

The Company recognizes rent expense from operating

leases with
periods of free and scheduled rent increases

on straight-line basis over the applicable lease term The

Company considers lease renewals when such renewals

are reasonably assured From time to time the Company

may receive capital improvement funding from its lessors

These amounts are recorded as deferred liabilities and

amortized over the remaining lease term as reduction of

rent expense

License Arrangements

The Companys license agreements provide the Company

with worldwide rights to manufacture market and sell

beauty and beauty-related products or particular catego

ries thereof using the licensors trademarks The licenses

typically have an initial term of approximately years to 11

years
and are renewable subject to the Companys compli

ance with the license agreement provisions The remaining

terms including the potential renewal periods range
from

approximately years to 29 years Under each license

the Company is required to pay royalties to the licensor at

least annually based on net sales to third parties

Most of the Companys licenses were entered into

to create new business In some cases the Company

acquired or entered into license where the licensor or

another licensee was operating pre-existing beauty

products business In those cases other intangible assets

are capitalized and amortized over their useful lives

Certain license agreements may require minimum roy

alty payments incremental royalties based on net sales

levels and minimum spending on advertising and promo

tional activities Royalty expenses are accrued in the

period in which net sales are recognized while advertising

and promotional expenses are accrued at the time these

costs are incurred

Stock-Based Compensation

The Company records stock-based compensation mea

sured at the fair value of the award as an expense in the

consolidated financial statements Upon the exercise of

stock options or the vesting of restricted stock units per

formance share units and market share units the resulting

excess tax benefits if any are credited to additional paid-

in capital Any resulting tax deficiencies will first be offset

against those cumulative credits to additional paid-in cap

ital If the cumulative credits to additional paid-in capital

are exhausted tax deficiencies will be recorded to the

provision for income taxes Excess tax benefits are

required to be reflected as financing cash inflows in the

accompanying consolidated statements of cash flows

Income Taxes

The Company accounts for income taxes using an asset

and liability approach that requires the recognition of

deferred tax assets and liabilities for the expected future

tax consequences of events that have been recognized in

its consolidated financial statements or tax returns The

net deferred tax assets assume sufficient future earnings

for their realization as well as the continued application

of currently anticipated tax rates Included in net deferred

THE ESTEE LAUDER COMPANIES INC 131



tax assets is valuation allowance for deferred tax assets

where management believes it is more-likely-than-not that

the deferred tax assets will not be realized in the relevant

jurisdiction Based on the Companys assessments no

additional valuation allowance is required If the Company

determines that deferred tax asset will not be realizable

an adjustment to the deferred tax asset will result in

reduction of net earnings at that time

The Company provides tax reserves for U.S federal

state local and foreign exposures relating to periods sub

ject to audit The development of reserves for these expo

sures requires judgments about tax issues potential

outcomes and timing and is subjective critical estimate

The Company assesses its tax positions and records tax

benefits for all years subject to examination based upon

managements evaluation of the facts circumstances and

information available at the reporting dates For those tax

positions where it is more-likely-than-not that tax benefit

will be sustained the Company has recorded the largest

amount of tax benefit with greater than 50% likelihood of

being realized upon settlement with tax authority that has

full knowledge of all relevant information For those tax

positions where it is not more-likely-than-not that

tax benefit will be sustained no tax benefit has been

recognized in the consolidated financial statements The

Company classifies applicable interest and penalties as

component of the provision for income taxes Although

the outcome relating to these exposures is uncertain in

managements opinion adequate provisions for income

taxes have been made for estimable potential liabilities

emanating from these exposures If actual outcomes differ

materially from these estimates they could have material

impact on the Companys consolidated results of operations

Recently Adopted Accounting Standards

In September 2011 the Financial Accounting Standards

Board FASB amended its authoritative guidance

related to multiemployer benefit plans This revised guid

ance is intended to provide enhanced qualitative and

quantitative disclosures about an employers significant

financial obligations to muitiempioyer pension plan and

therefore help financial statement users better under

stand the financial health of all significant plans in which

the employer participates To the extent the information

required under the revised standard is not available in the

public domain as may be the case for some foreign plans

employers should include more qualitative information

about the plan This disclosure-only guidance became

effective for the Companys fiscal 2012 with full retro

spective application required One of the Companys

international affiliates participates in multiemployer

benefit plan and the Company has concluded that its par-

ticipation in this plan is not significant and did not require

additional disclosure in the Companys consolidated

financial statements

In May 2011 the FASB amended its authoritative

guidance related to fair value measurements to provide

consistent definition and measurement of fair value as

well as similar disclosure requirements between U.S

GAAP and International Financial Reporting Standards

IFRS This guidance clarifies the application of existing

fair value measurement and expands the existing disclo

sure requirements This guidance became effective for the

Companys fiscal 2012 third quarter and was applied pro

spectively This guidance did not have an impact on the

Companys results of operations financial position or cash

flows As result of the adoption of this guidance the

Company did not change its valuation techniques but

made additional disclosures included in Note 12Fair

Value Measurements

In December 2010 the FASB amended its authoritative

guidance related to Step of the goodwill impairment

test for reporting
units with zero or negative carrying

amounts For those reporting units an entity is required to

perform Step of the goodwill impairment test if

it is more-likely-than-not that goodwill impairment

exists In determining whether it is more-likely-than-not

that goodwill impairment exists consideration should

be made as to whether there are any adverse qualitative

factors indicating that an impairment may exist This

guidance became effective for the Companys fiscal

2012 first quarter The adoption of this standard did

not have an impact on the Companys consolidated

financial statements

In December 2010 the FASB amended its authoritative

guidance related to business combinations entered into

by an entity that are material on an individual or aggre

gate basis These amendments clarify existing guidance

that if an entity presents comparative financial statements

that include material business combination the entity

should disclose revenue and earnings of the combined

entity as though the business combination that occurred

during the current year
had occurred as of the beginning

of the comparable prior
annual reporting period The

amendments also expand the supplemental pro forma

disclosures to include description of the nature and

amount of material nonrecurring pro
forma adjustments

directly attributable to the business combination included

in the reported pro forma revenue and earnings This

guidance became effective prospectively for business

combinations for which the acquisition date was on or

after the first day of the Companys fiscal 2012 The adop

tion of this disclosure-only guidance did not have an
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impact on the Companys results of operations financial

position or cash flows

January 2010 the FASB issued authoritative guid

ance that requires entities to make new disclosures about

recurring or nonrecurring fair-value measurements of

assets and liabilities The Company adopted the new guid

ance in its fiscal 2010 third quarter except for certain

detailed recurring Level disclosures which became

effective for the Companys fiscal 2012 first quarter The

Company currently does not have any recurring Level

assets or liabilities

Recently Issued Accounting Standards

In July 2012 the FASB amended its authoritative guidance

related to testing indefinite-lived intangible assets for

impairment Under the revised guidance entities testing

their indefinite-lived intangible assets for impairment have

the option of performing qualitative assessment before

performing further impairment testing If entities deter

mine on the basis of qualitative factors that it is more-

likely-than-not that the asset is impaired quantitative

test is required The guidance becomes effective in the

beginning of the Companys fiscal 2014 with early

adoption permitted The Company is currently evaluating

the timing of adopting this guidance which is not

expected to have an impact on the Companys consoli

dated financial statements

In December 2011 the FASB issued authoritative guid

ance that creates new disclosure requirements about the

nature of an entitys rights of offset and related arrange

ments associated with its financial instruments and deriva

tive instruments This revised guidance helps reconcile

differences in the offsetting requirements under U.S

GAAP and IFRS These requirements mandate that enti

ties disclose both gross and net information about instru

ments and transactions eligible for offset in the statement

of financial position as well as instruments and trans

actions subject to an agreement similar to master net

ting arrangement This disclosure-only guidance becomes

effective for the Companys fiscal 2013 third
quarter

with

retrospective application required The Company

currently does not hold any financial or derivative instru

ments that are subject to an enforceable master netting

arrangement However the Company currently utilizes

the right of offset when
netting certain negative

cash bal

ances in its consolidated balance sheets This guidance is

not expected to have an impact on the Companys results

of operations financial position or cash flows but may

require certain additional disclosures if such balances are

material or if the Company enters into additional arrange

ments that fall under the provisions of this guidance

In September 2011 the FASB amended its authoritative

guidance related to testing goodwill for impairment

Under the revised guidance entities testing goodwill for

impairment have the option of performing qualitative

assessment before performing Step of the goodwill

impairment test If entities determine on the basis of qual

itative factors that the fair value of the
reporting

unit

is more-likely-than-not less than the carrying amount

the two-step impairment test would be required This

guidance becomes effective in the beginning of the

Companys fiscal 2013 with early adoption permitted

The Company is not adopting this guidance early and it

does not expect the guidance to have an impact on the

Companys consolidated financial statements

In june 2011 the FASB amended its authoritative guid

ance related to the presentation of comprehensive

income requiring entities to present
items of net income

and other comprehensive income either in one continu

ous statement or in two separate
consecutive statements

This guidance also required entities to present reclassifica

tion adjustments for each component of accumulated

other comprehensive income in both net income and

other comprehensive income on the face of the financial

statements In December 2011 the FASB issued an

update to this guidance deferring the requirement to

present reclassification adjustments on the face of the

financial statements However the Company is still

required to present
reclassification adjustments on either

the face of the financial statement where comprehensive

income is reported or disclose the reclassification adjust

ments in the notes to the financial statements This guid

ance including the deferral becomes effective for the

Companys fiscal 2013 first quarter with early adoption

permitted and full retrospective application required This

guidance will result in changes in the presentation of the

Companys consolidated financial statements and will not

have material impact on the Companys results of opera

tions financial position or cash flows

NOTE 3INVENTORY AND

PROMOTIONAL MERCHANDISE

JUNE 30 2012

In millions

Inventory and promotional

merchandise net consists of

Raw materials $220.7 $230.2

Work in process 98.0 93.6

Finished goods 473.9 475.4

Promotional merchandise 191.0 196.4

$983.6 $995.6

2011
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JUNE 30

In millions

Asset Useful life

Land

Buildings and improvements

10 to 40 years

Machinery and equipment

to 10 years

Computer hardware and software

to 10 years

Furniture and fixtures

to 10 years

Leasehold improvements

NOTE 5GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill

The Company assigns goodwill of reporting unit to the product category in which that reporting unit predominantly

operates at the time of acquisition The following table presents goodwill by product category and the related change in

the carrying amount

Skin Care Makeup Fragrance Hair Care Total

In millions

Balance as of June 30 2010

Goodwill 67.9 $265.1 $54.8 $400.6 $788.4

Accumulated impairments 20.9 5.0 35.9

47.0 265.1 54.8 385.6 752.5

Goodwill acquired during the year
47.2 147.2

Impairment charges 2.6 26.7 29.3

Translation and other adjustments 1.6 0.3 0.2 4.8 6.9

1.0 147.5 0.2 21.9 124.8

Balance as of June 30 2011

Goodwill 70.4 412.6 55.0 406.9 944.9

Accumulated impairments 24.4 43.2 67.6

46.0 412.6 55.0 363.7 877.3

Goodwill acquired during the year 8.8 8.8

Translation and other adjustments 1.5 0.3 0.2 1.5 3.5

1.5 8.5 0.2 1.5 5.3

Balance as of June 30 2012

Goodwill 68.1 421.1 54.8 403.4 947.4

Accumulated impairments 23.6 41.2 64.8

$44.5 $421.1 $54.8 $362.2 $882.6

NOTE 4PROPERTY PLANT AND EQUIPMENT

2012

14.6

188.8

647.1

824.2

66.4

1227.3

The cost of assets related to projects in progress of

$231.6 million and $183.5 million as of June 30 2012 and

2011
2011 respectively is included in their respective asset

categories above Depreciation and amortization of

15.0 property plant and equipment was $286.9 million $283.5

million and $251.8 million in fiscal 2012 2011 and 2010

195.5 respectively Depreciation and amortization related to

the Companys manufacturing process is included in Cost

654.9
of sales and all other depreciation and amortization is

707
included in Selling general and administrative expenses in

the accompanying consolidated statements of earnings

74.3

1215.3

2968.4 2862.1

Less accumulated depreciation

and amortization 1736.6 1719.0

$1231.8 $1143.1
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Other Intangible Assets

Other intangible assets include trademarks and patents as well as license agreements and other intangible assets resulting

from or related to businesses and assets purchased by the Company Indefinite-lived intangible assets e.g trademarks

are not subject to amortization and are assessed at least annually for impairment during the fiscal fourth quarter or more

frequently if certain events or circumstances exist Other intangible assets e.g non-compete agreements customer lists

are amortized on straight-line basis over their expected period of benefit approximately years to 13 years Intangible

assets related to license agreements were amortized on straight-line basis over their useful lives based on the terms of

the respective agreements The Company did not incur costs to extend or renew the term of acquired intangible assets

during fiscal 2012

Other intangible assets consist of the following

The aggregate amortization expense related to amortizable intangible assets for fiscal 2012 2011 and 2010 was $13.9

million $14.6 million and $9.1 million respectively The estimated aggregate amortization expense for each of the next

five fiscal years is as follows

FISCAL 2013 2014 2015 2016

In millions

Estimated
aggregate amortization expense $1 2.4

Impairment Testing During Fiscal 2012

During the second quarter of fiscal 2012 the Ojon report

ing unit identified potential decline in its projected

results of operations primarily resulting from softness in

the direct response television channel which caused the

Company to review and revise Ojons long-term forecast

The Company concluded that these changes in the busi

ness of the Ojon reporting unit triggered the need for an

interim impairment test of its trademarks as of December

31 2011 These changes in circumstances were also an

indicator that the carrying amount of the customer list

may not be recoverable The Company performed an

interim impairment test for the trademarks and recover

ability test for the customer list as of December 31 2011

For the trademarks the Company concluded that the car

rying value exceeded its estimated fair value which was

based on the use of royalty rate to determine discounted

projected future cash flows relief-from-royalty method

As result the Company recognized an impairment

$12.3 $12.1 $12.0 $9.9

charge of $6.7 million This charge was reflected in the

hair care product category and in the Americas region

The Company concluded that the carrying
value of the

customer list was recoverable

As of the Companys annual indefinite-lived asset

impairment test on April 2012 the Company deter

mined that the carrying value of the Ojon brand

trademark exceeded its estimated fair value which was

based on the relief-from-royalty method As result the

Company recognized an impairment charge of $3.3

million for the remaining carrying value of the related

trademark The Company also determined that the future

cash flows associated with the Ojon brand customer list

were less than its carrying
value As the remaining

carrying value of the customer list is not recoverable the

Company recognized an impairment charge of $11.7

million These impairment charges were reflected in the

hair care product category and in the Americas region

JUNE 30 2012

Gross Accumulated Total Net Gross Accumulated Total Net

Carrying Value Amortization Book Value Carrying Value Amortization Book Value

JUNE 30 2011

In millions

Amortizable intangible assets

Customer lists and other $268.4 $191.9 76.5 $270.9 $168.5 $102.4

License agreements 43.0 43.0 43.0 43.0

Non-amortizable

intangible assets

Trademarks and other

Total intangible assets

$311.4 $234.9 76.5 $313.9 $211.5 102.4

113.6 125.1

$190.1 $227.5

2017
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Impairment Testing During Fiscal 2011

During the third quarter of fiscal 2011 the Ojon reporting

unit reassessed and subsequently altered the timing of new

market initiatives including the rollout of reformulated

product lines and certain components of its future inter

national expansion plans resulting in revisions to its internal

forecasts The Company concluded that these changes in

circumstances in the Ojon reporting unit triggered the

need for an interim impairment review of its trademark

and goodwill Additionally these changes in circum

stances were also an indicator that the carrying amount of

the customer list may not be recoverable The Company

performed an interim impairment test for the trademark

and recoverability test for the customer list as of February

28 2011 For the customer list the Company concluded

that the carrying amount of this asset was recoverable

However for the Ojon trademark the Company con

cluded that the carrying value exceeded its estimated fair

value based on the relief-from-royalty method As result

the Company recognized an impairment charge of $7.0

million After adjusting the carrying value of the trade

mark the Company completed an interim impairment test

for goodwill and recorded an impairment charge for the

remaining goodwill related to the Ojon reporting unit of

$29.3 million at the exchange rate in effect at that time

The fair value of the reporting unit was based upon the

income approach utilizing estimated cash flows and ter

minal value discounted at rate of return that reflects the

relative risk of the cash flows These impairment charges

were reflected in the hair care and skin care product

categories and in the Americas region

As of the Companys annual indefinite-lived asset

impairment test on April 2011 the Company deter

mined as result of planned discontinuation that the

carrying values of two brand trademarks exceeded their

estimated fair values which were based on the use of the

relief-from-royalty method As result the Company

recognized an impairment charge of $1.7 million for the

carrying values of the related trademarks These impair

ment charges were reflected in the makeup and skin care

product categories and in the Americas region

NOTE 6ACQUISITION OF BUSINESS

On July 2010 the Company acquired Smashbox The

purchase price was funded by cash provided by opera

tions The results of operations are included in the accom

panying consolidated financial statements commencing

with the date it was acquired The aggregate cost of this

transaction net of cash acquired and continuing earn-out

obligations incurred during fiscal 2011 related to the

acquisition of the Bobbi Brown brand was $257.6 million

NOTE 7RETURNS AND CHARGES ASSOCIATED

WITH RESTRUCTURING ACTIVITIES

In an effort to drive down costs and achieve synergies

within the organization in February 2009 the Company

announced the implementation of multi-faceted

cost savings program the Program to position itself

to achieve long-term profitable growth The Company

anticipates the Program will result in related restructuring

and other charges inclusive of cumulative charges

recorded to date and through the remainder of the

Program totaling between $350 million and $450 million

before taxes While the Company will continue to seek

cost savings opportunities the Companys current plans

are to identify and approve specific initiatives under the

Program through calendar 2012 and execute those

initiatives through fiscal 2013 The total amount of

charges pre-tax associated with the Program recorded

plus other initiatives approved through June 30 2012

is approximately $361 million to $366 million of which

approximately $251 million to $253 million relates to

restructuring charges approximately $50 million of other

costs to implement the initiatives approximately $42 mil

lion to $45 million in sales returns and approximately $18

million in inventory write-offs The restructuring charges

are comprised of approximately $188 million to $190 mil

lion of employee-related costs approximately $40 million

of other exit costs and contract terminations substantially

all of which have resulted in or will result in cash expendi

tures and approximately $23 million in non-cash asset

write-offs The total amount of cumulative charges

pre-tax associated with the Program recorded from

inception through June 30 2012 was $302.6 million

The Program focuses on redesign of the Companys

organizational structure in order to integrate it in more

cohesive way and operate more globally across brands

and functions The principal aspect of the Program was

the reduction of the workforce by approximately 2000

employees Specific actions taken since the inception of

the Program included

Resize ann Reorganize tne .Jrganizatlon ne company

continued the realignment and optimization of its

organization to better leverage scale improve produc

tivity reduce complexity and achieve cost savings in

each region and across various functions This included

reduction of the workforce which occurred through the

consolidation of certain functions which the Company

achieved through combination of normal attrition and

job eliminations and the closure and consolidation of

certain distribution and office facilities

136 THE ESTEE LAUDER COMPANftS NC



Turnaround or Exit Unprofitable OperationsTo improve

the profitability in certain of the Companys brands and

regions the Company has selectively exited certain

channels of distribution categories and markets and has

made changes to turnaround others This included

the exit from the global wholesale distribution of the

Companys Prescriptives brand the reformulation of

Ojon brand products and the exit from the global distri

bution of Sean John products In connection with these

activities the Company incurred charges related to

product returns inventory write-offs reduction of work-

force and termination of contracts

OutsourcingIn order to balance the growing need for

information technology support with the Companys

efforts to provide
the most efficient and cost effective

solutions the Company continued the outsourcing of

certain information technology processes The Company

incurred costs to transition services to outsource pro

viders and employee-related termination costs

Restructuring Charges

The following table presents aggregate restructuring charges related to the Program

Other Exit Costs Total

In millions

Fiscal 2009 60.9 4.2 3.4 1.8 70.3

Fiscal 2010 29.3 11.0 2.3 6.2 48.8

Fiscal 2011 34.6 2.4 3.0 1.1 41.1

Fiscal 2012 37.1 1.7 12.6 2.2 53.6

Charges recorded through

June 30 2012 $161.9 $19.3 $21.3 $11.3 $213.8

The following table presents accrued restructuring charges and the related activities under the Program

Employee-Related Asset Contract

Costs Write-offs Terminations Other Exit Costs Total

In millions

Charges 60.9 4.2 3.4 1.8 70.3

Cash payments 7.5 0.5 1.6 9.6

Non-cash write-offs 4.2 4.2

Translation adjustments 0.6 0.6

Other adjustments 2.4 2.4

Balance at June 30 2009 51.6 2.9 0.2 54.7

Charges 29.3 11.0 2.3 6.2 48.8

Cash payments 49.5 5.1 6.0 60.6

Non-cash write-offs 1.0 11.0

Translation adjustments 0.8 0.8

Balance at June 30 2010 30.6 0.1 0.4 31.1

Charges 34.6 2.4 3.0 1.1 41.1

Cash payments 30.6 2.4 1.4 34.4

Non-cash write-offs 2.4 2.4

Translation adjustments 1.2 0.1 0.1 1.2

Balance at June 30 2011 35.8 0.6 0.2 36.6

Charges 37.1 1.7 12.6 2.2 53.6

Cash payments 23.6 12.4 2.0 38.0

Non-cash write-offs 1.7 1.7

Translation adjustments 1.4 0.1 1.3

Balance at June 30 2012 47.9 0.8 0.5 49.2

Accrued
restructuring charges at June 30 2012 are expected to result in cash expenditures funded from cash provided

by operations of approximately $35 million $12 million and $2 million in fiscal 2013 2014 and 2015 respectively

Employee-Related

Costs

Asset

Write-offs

Contract

Term nations

THE ESTEE LAUDER COMPANIES INC 137



Total Returns and Other Charges Associated with

Restructuring Activities

The following table presents total returns and charges

associated with restructuring and other activities related

to the Program

In millions

Sales returns included in

Net Sales 2.1 4.6 $15.7

Cost of sales 1.5 5.8 7.9

Restructuring charges 53.6 41.1 48.8

Other charges 6.0 7.9 2.3

Total charges associated with

restructuring activities $63.2 $59.4 $84.7

NOTE 8INCOME TAXES

The provision for income taxes is comprised of the following

During fiscal 2012 the Company recorded $2.1 million

reflecting sales returns less related cost of sales of $0.3

million and write-off of inventory of $1.8 million associ

ated with exiting unprofitable operations

During fiscal 2011 the Company recorded $4.6 million

reflecting sales returns less related cost of sales of $1.2

million and write-off of inventory of $7.0 million associ

ated with turnaround operations primarily related to the

reformulation of Ojon brand products

During fiscal 2010 the Company recorded $15.7

million reflecting sales returns less related cost of sales of

$2.5 million and $10.4 million for the write-off of inven

tory associated with exiting unprofitable operations

primarily related to the exit from the global wholesale

distribution of the Prescriptives brand

Other charges in connection with the implementation

of actions taken under this Program primarily relate to

consulting and other professional services

Effective tax rate 31.8% 31.4% 29.9%

YEAR ENDED JUNE 30 2012 2011 2010

YEAR ENDED JUNE 30 2012 2011 2010

In millions

Current

Federal $154.5 $127.2 16.0

Foreign 254.1 220.0 205.6

State and local 14.1 1.0 9.0

422.7 346.2 230.6

Deferred

Federal 13.8 27.8 16.4

Foreign 9.0 2.6 7.5

State and local 0.7 0.7 0.8

22.1 24.5 24.7

$400.6 $321.7 $205.9

reconciliation of the U.S federal statutory income tax rate to our actual effective tax rate on earnings before income

taxes is as follows

YEAR ENDED JUNE 30 2012 2011 2010

In millions

Provision for income taxes at statutory rate 35.0% 35.0% 35.0%

Increase decrease due to

State and local income taxes net of federal tax benefit 1.1 0.8 .5

Taxation of foreign operations 4.2 2.7 0.9

Income tax reserve adjustments 0.8 1.8 5.6

Other net 0.7 0.1 0.1
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Income tax reserve adjustments represent changes in the

Companys net liability for unrecognized tax benefits

related to prior-year tax positions including tax settle

ments and lapses of the applicable statutes of limitations

Federal income and foreign withholding taxes have not

been provided on approximately $1618 million of undis

tributed earnings of foreign subsidiaries at June 30 2012

The Company intends to reinvest these earnings in its

foreign operations indefinitely except where it is able to

repatriate these earnings to the United States without

material incremental tax provision As of June 30 2011

and 2010 the Company had not provided federal income

and foreign withholding taxes on approximately $1208

million and $1068 million respectively of undistributed

earnings of foreign subsidiaries The determination and

estimation of the future income tax consequences in all

relevant taxing jurisdictions involves the application of

highly complex tax laws in the countries involved particu

larly in the United States and is based on the tax profile of

the Company in the year of earnings repatriation Accord

ingly it is not practicable to determine the amount of tax

associated with such undistributed earnings

Significant components of the Companys deferred income tax assets and liabilities were as follows

JUNE 30

As of June 30 2012 and 2011 the Company had current

net deferred tax assets of $247.8 million and $260.7

million respectively substantially all of which are included

in Prepaid expenses and other current assets in the

accompanying consolidated balance sheets In addition

the Company had noncurrent net deferred tax assets of

$103.1 million and $61.1 million as of June 30 2012 and

2011 respectively substantially all of which are included

in Other assets in the accompanying consolidated

balance sheets

As of June 30 2012 and 2011 certain subsidiaries had

net operating loss and other carryforwards for tax pur

-c flhiIhCr rd mII-

respectively With the exception of approximately $245

million of net operating loss and other carryforwards with

an indefinite carryforward period as of June 30 2012

these carryforwards expire at various dates through fiscal

2032 Deferred tax assets net of valuation allowances

2012 2011

in the amount of $3.3 million and $0.4 million as of

June 30 2012 and 2011 respectively have been recorded

to reflect the tax benefits of the carryforwards not utilized

to date

full valuation allowance has been provided for those

deferred tax assets for which in the opinion of manage

ment it is more-likely-than-not that the deferred tax assets

will not be realized

Earnings before income taxes include amounts contrib

uted by the Companys foreign operations
of approxi

mately $1172 million $1039 million and $819 million for

fiscal 2012 2011 and 2010 respectively portion of

tkccc crninnc tvd in thD Inited ctt

As of June 30 2012 and 2011 the Company had gross

unrecognized tax benefits of $78.5 million and $104.8

million respectively The total amount of unrecognized

tax benefits that if recognized would affect the effective

tax rate was $52.5 million

In millions

Deferred tax assets

Compensation related expenses 161.8 46.5

Inventory obsolescence and other inventory related reserves 65.1 73.1

Retirement benefit obligations 2.8 78.9

Various accruals not currently deductible 76.3 63.0

Net operating loss credit and other carryforwards 66.7 58.6

Unrecognized state tax benefits and accrued interest 22.8 29.3

Other differences between tax and financial statement values 89.4 81.2

694.9 630.6

Valuation allowance for deferred tax assets 73.2 69.5

Total deferred tax assets 621.7 561.1

Deferred tax liabilities

Depreciation and amortization 252.7 235.1

Other differences between tax and financial statement values 18.1 4.2

Total deferred tax liabilities 270.8 239.3

Total net deferred tax assets 350.9 321.8
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The Company classifies applicable interest and penal

ties related to unrecognized tax benefits as component

of the provision for income taxes During fiscal 2012 and

2011 the Company recognized gross interest and penalty

benefits of $6.8 million and $1.0 million respectively in

the accompanying consolidated statements of earnings

The total gross accrued interest and penalties in the

accompanying consolidated balance sheets at June 30

2012 and 2011 were $28.6 million and $37.7 million

respectively reconciliation of the beginning and ending

amount of gross unrecognized tax benefits is as follows

JUNE 30 2012 2011

Earnings from the Companys global operations are sub

ject to tax in various jurisdictions both within and outside

the United States During fiscal 2011 the Company com

menced participation in the U.S Internal Revenue Service

the IRS Compliance Assurance Program CAPThe

objective of CAP is to reduce taxpayer burden and uncer

tainty while assuring the IRS of the accuracy of income

tax returns prior to filing thereby reducing or eliminating

the need for post-filing examinations As of June 30 2012

the compliance process was ongoing with
respect to

fiscal 2011 and fiscal 2012

During the second quarter of fiscal 2012 the Company

formally concluded the IRS examination of fiscal years

2009 and 2010 The conclusion of this examination did

not materially impact the Companys consolidated finan

cial statements

During the second quarter of fiscal 2011 the Company

reached formal agreement with the IRS concerning the

examination adjustments proposed for fiscal 2006

through 2008 As result the Company applied prior

cash payment of $20.5 million made to the U.S Treasury

as an advance deposit toward these agreed-to adjust

ments As result of the settlement the Company recog

nized tax and interest benefit of $11 million net of tax

The Company is currently undergoing income tax

examinations and controversies in several state local and

foreign jurisdictions These matters are in various
stages

of

completion and involve complex multi-jurisdictional issues

common among multinational enterprises including

transfer pricing which may require an extended period of

time for resolution

The Company had been notified of disallowance of

tax deductions claimed by its subsidiary in Spain
for fiscal

years
1999 through 2002 An appeal against this reassess

ment was filed with the Chief Tax Inspector On July 18

2005 the final assessment made by the Chief Tax Inspec

tor was received confirming the reassessment made by

the tax auditors During fiscal 2006 an appeal against this

final assessment was filed with the Madrid Regional

Economic Administrative Tribunal TEAR In view of the

TEARs silence during fiscal 2007 the claim was presumed

to be dismissed and an appeal was filed against it with the

Central Economic-Administrative Tribunal TEAC
During the fiscal 2008 fourth quarter

the TEAC dismissed

the claim and on June 10 2008 the Company filed an

appeal for judicial review with the National Appellate

Court During fiscal 2009 the Company completed the

appeal proceedings with the National Appellate Court

and as of June 30 2011 awaited the courts decision

During the first quarter of fiscal 2012 the National Appel

late Court notified the Company that the appeal was

denied The Company has been assessed corporate

income tax and interest of $3.8 million net of tax at cur

rent exchange rates In response the Company filed an

ln millions

Beginning of the year balance of
gross unrecognized tax benefits $1 04.8 $1 57.3

Gross amounts of increases as result of tax positions taken during prior period 6.4 21.9

Gross amounts of decreases as result of tax positions taken during prior period 6.4 22.0

Gross amounts of increases as result of tax positions taken during the current period 5.5 7.0

Amounts of decreases in unrecognized tax benefits relating to settlements with

taxing authorities 12.2 42.0

Reductions to unrecognized tax benefits as result of lapse of the applicable

statutes of limitations 9.6 7.4

End of year balance of gross unrecognized tax benefits 78.5 $104.8
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appeal with the Spain Supreme Court While no assur

ance can be given as to the outcome in respect of this

assessment and pending appeal in the Spanish courts

based on the decision of the National Appellate Court

management believes it is not more-likely-than-not
that

the subsidiary
will be successful in its appeal to the Spain

Supreme Court Accordingly the Company established

reserve which resulted in an increase to the provision for

income taxes equal to the $3.8 million exposure net of

tax Separately during fiscal 2012 the Companys subsid

iary in Spain made cash payments totaling $4.1 million at

current exchange rates to the Spain tax authority as an

advance deposit to limit the additional interest that would

be due to the Spain tax authority should it receive an

unfavorable decision from the Spain Supreme Court

During fiscal 2012 the Company concluded various

state local and foreign income tax audits and examina

tions while several other matters including those noted

above were initiated or remained pending On the basis

of the information available in this regard as of June 30

2012 it is reasonably possible that the total amount of

unrecognized tax benefits could decrease in range of

$20 million to $25 million within 12 months as result of

projected resolutions of global tax examinations and con

troversies and potential lapse of the applicable statutes

of limitations

The tax years subject to examination
vary depending

on the tax jurisdiction As of June 30 2012 the following

tax years remain subject to examination by the major tax

jurisdictions indicated

The Company is also subject to income tax examinations

in numerous other state local and foreign jurisdictions

The Company believes that its tax reserves are adequate

for all
years subject to examination

NOTE 9OTHER ACCRUED LIABILITIES

Other accrued liabilities consist of the following

In millions

Advertising merchandising

and sampling 385.9 401.9

Employee compensation 430.1 422.4

Payroll and other taxes 33.0 25.1

Restructuring 34.8 28.6

Other 332.0 318.3

$1315.8 $1296.3

in millions

6.00% Senior Notes due May 15 2037 2037 Senior Notes 296.4 296.4

5.75% Senior Notes due October 15 2033 2033 Senior Notes 197.7 197.7

5.55% Senior Notes due May 15 201 2017 Senior Notes 334.9 341.5

7.75% Senior Notes due November 2013 2013 Senior Notes 230.1 230.0

6.00% Senior Notes due January 15 2012 2012 Senior Notes 11 9.4

Commercial paper 200.0 550.0

Loan participation notes 50.0

Other long-term borrowings 10.0 14.5

Other current borrowings 19.0 18.6 157.8

Revolving credit
facility 1000.0

Major Jurisdiction Open Fiscal Years

Belgium

Canada

China

France

Germany

Hong Kong

Japan

Korea

Russia

Spain

Switzerland

United Kingdom

United States

State of California

State of New York

20082012

20052012

20082012

20062012

1999-2002 2004-2012

20062012

2012

20092012

20102012

19992002 20082012

20112012

20112012

20112012

20072012

20102012

JUNE30 2012 2011

NOTE 10DEBT
The Companys current and long-term debt and available financing consist of the following

Available financing

Debt at June 30 at June 30 2012

2012 2011 Committed Uncommitted

Less current debt including current maturities

1288.1

21 9.0

1218.1

138.0

$1000.0

$1069.1 $1080.1

$857.8
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As of June 30 2012 the Company had outstanding

$296.4 million of 2037 Senior Notes consisting of $300.0

million principal and unamortized debt discount of $3.6

million The 2037 Senior Notes when issued in May 2007

were priced at 98.722% with yield of 6.093% Interest

payments are required to be made semi-annually on

May 15 and November 15 In April 2007 in anticipation of

the issuance of the 2037 Senior Notes the Company

entered into series of forward-starting interest rate swap

agreements on notional amount totaling $210.0 million

at weighted-average all-in rate of 5.45% The forward-

starting interest rate swap agreements were settled upon

the issuance of the new debt and the Company recog

nized loss in other comprehensive income of $0.9

million that will be amortized to interest expense over the

life of the 2037 Senior Notes As result of the forward-

starting interest rate swap agreements the debt discount

and debt issuance costs the effective interest rate on the

2037 Senior Notes will be 6.181% over the life of the debt

As of June 30 2012 the Company had outstanding

$197.7 million of 2033 Senior Notes consisting of $200.0

million principal and unamortized debt discount of $2.3

million The 2033 Senior Notes when issued in Septem

ber 2003 were priced at 98.645% with yield of 5.846%

Interest payments are required to be made semi-annually

on April 15 and October 15 In May 2003 in anticipation

of the issuance of the 5.75% Senior Notes the Company

entered into series of treasury
lock agreements on

notional amount totaling $195.0 million at weighted-

average all-in rate of 4.53% The treasury lock agreements

were settled upon the issuance of the new debt and the

Company received payment of $15.0 million that will be

amortized against interest expense over the life of the

2033 Senior Notes As result of the treasury lock agree

ments the debt discount and debt issuance costs the

effective interest rate on the 2033 Senior Notes will be

5.395% over the life of the debt

As of June 30 2012 the Company had outstanding

$334.9 million of 2017 Senior Notes consisting of $300.0

million principal an unamortized debt discount of $0.2

million and $35.1 million adjustment to reflect the

remaining termination value of an interest rate swap The

2017 Senior Notes when issued in May 2007 were priced

at 99.845% with yield of 5.570% Interest payments

are required to be made semi-annually on May 15 and

November 15 During fiscal 2011 the Company termi

nated its interest rate swap agreements with notional

amount totaling $250.0 million which had effectively con

verted the fixed rate interest on its outstanding 2017

Senior Notes to variable interest rates The instrument

which was classified as an asset had fair value of $47.4

million at the date of cash settlement This net settlement

is classified as financing activity on the consolidated

statements of cash flows Hedge accounting treatment

was discontinued prospectively and the fair value adjust

ment to the carrying amount of the related debt is being

amortized against interest expense over the remaining life

of the debt

As of June 30 2012 the Company had outstanding

$230.1 million principal of 2013 Senior Notes The 2013

Senior Notes when issued in November 2008 were

priced at 99.932% with yield of 7.767% Interest

payments are required to be made semi-annually on

May and November As discussed below the 2013

Senior Notes have been called for redemption on

September 2012

On January 15 2012 the Company repaid the out

standing principal of its 2012 Senior Notes with cash from

operations

In August 2012 the Company issued $250.0 million of

2.35% Senior Notes due August 15 2022 2022 Senior

Notes and $250.0 million of 3.70% Senior Notes due

August 15 2042 2042 Senior Notes in public offer

ing The 2022 Senior Notes were priced at 99.911% with

yield of 2.360% The 2042 Senior Notes were priced at

99.567% with yield of 3.724% Interest payments on

both notes are required to be made semi-annually on

February 15 and August 15 commencing February 15

2013 On August 2012 the Company called for

redemption all of the outstanding 2013 Senior Notes on

September 2012 The Company intends to use approx

imately $250 million of the net proceeds of the offering

for the redemption and to use the remaining amounts for

general corporate purposes

The Company has $750.0 million commercial paper

program under which it may issue commercial paper in

the United States At June 30 2012 the Company had

$200.0 million of short-term commercial paper outstand

ing due at various dates through July 2012 at an average

interest rate of 0.18% which may be refinanced on

periodic basis as it matures at then-prevailing market

interest rates

As of June 30 2012 the Company had an overdraft

borrowing agreement with financial institution pursuant

to which its subsidiary in Turkey may be credited to satisfy

outstanding negative daily balances arising from its busi

ness operations The total balance outstanding at any time

shall not exceed 25.0 million Turkish lira $13.8 million at

the exchange rate at June 30 2012 The interest rate

applicable to each such credit shall be up to maximum
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of 175 basis points per annum above the spot rate

charged by the lender or the lenders floating call rate

agreed to by the Company at each borrowing There were

no debt issuance costs incurred related to this agreement

The outstanding balance at June 30 2012 was 12.9 mil

lion Turkish lira $7.1 million at the exchange rate at

June 30 2012 and is classified as current debt on the

Companys consolidated balance sheet

As of June 30 2012 the Company had fixed rate

promissory note agreement with financial institution

pursuant to which the Company may borrow up to $150.0

million in the form of loan participation notes through one

of its subsidiaries in Europe The interest rate on borrow

ings under this agreement is at an all-in fixed rate deter

mined by the lender and agreed to by the Company at

the date of each borrowing At June 30 2012 no borrow

ings were outstanding under this agreement Debt

issuance costs incurred related to this agreement were

de minimis

As of June 30 2012 the Company had $1.0 billion

senior unsecured revolving credit facility that expires on

July 14 2015 the Facility The Facility may be used to

provide credit support for the Companys commercial

paper program and for general corporate purposes Up to

the equivalent of $250 million of the Facility is available

for multi-currency loans The interest rate on borrowings

under the Facility is based on LIBOR or on the higher of

prime which is the rate of interest publicly announced by

the administrative agent or 1/2% plus the Federal funds rate

The Company incurred costs of approximately $1 million

to establish the Facility which are being amortized over

the term of the Facility The Facility has an annual fee of

$0.7 million payable quarterly based on the Companys

current credit ratings The Facility also contains cross-

default provision whereby failure to pay other material

financial obligations in excess of $100.0 million after

grace periods and absent waiver from the lenders

would result in an event of default and the acceleration of

the maturity of any outstanding debt under this facility At

June 30 2012 no borrowings were outstanding under

this agreement

The Company maintains uncommitted credit facilities

in various regions throughout the world Interest rate

terms for these facilities vary by region and reflect prevail

ing market rates for companies with strong credit ratings

During fiscal 2012 and 2011 the monthly average amount

outstanding was approximately $11.8 million and $16.3

million respectively and the annualized monthly

weighted-average interest rate incurred was approxi

mately 14.1% and 8.8% respectively

Refer to Note 14Commitments and Contingencies

for the Companys projected debt service payments as of

June 30 2012 over the next five fiscal years

NOTE 11DERIVATIVE FINANCIAL INSTRUMENTS

The Company addresses certain financial exposures

through controlled program of risk management that

includes the use of derivative financial instruments The

Company enters into foreign currency forward contracts

and may enter into option contracts to reduce the effects

of fluctuating foreign currency exchange rates and interest

rate derivatives to manage the effects of interest rate

movements on the Companys aggregate liability portfo

lio The Company also enters into foreign currency for

ward contracts and may use option contracts not

designated as hedging instruments to mitigate the

change in fair value of specific assets and liabilities on the

balance sheet The Company does not utilize derivative

financial instruments for trading or speculative purposes

Costs associated with
entering into these derivative finan

cial instruments have not been material to the Companys

consolidated financial results

For each derivative contract entered into where the

Company looks to obtain hedge accounting treatment

the Company formally documents all relationships

between hedging instruments and hedged items as well

as its risk-management objective and
strategy

for under

taking the hedge transaction the nature of the risk being

hedged how the hedging instruments effectiveness in

offsetting the hedged risk will be assessed prospectively

and retrospectively and description of the method of

measuring ineffectiveness This process includes linking all

derivatives to specific assets and liabilities on the balance

sheet or to specific firm commitments or forecasted

transactions The Company also formally assesses both at

the hedges inception and on an ongoing basis whether

the derivatives that are used in hedging transactions are

highly effective in offsetting changes in fair values or cash

flows of hedged items If it is determined that derivative

is not highly effective or that it has ceased to be highly

effective hedge the Company will be required to discon

tinue hedge accounting with
respect to that derivative

prospectively
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The fair values of the Companys derivative financial instruments included in the consolidated balance sheets are

presented as follows

Asset Derivatives

Balance Sheet Location Fair Value1

Liability
Derivatives

Balance Sheet Location Fair Value1

In millions

Derivatives Designated as

Hedging Instruments

Prepaid expenses and

Foreign currency forward contracts other current assets $1 6.1 $1 .9 Other accrued liabilities $4.9 $28.4

Derivatives Not Designated as

Hedging Instruments

Prepaid expenses and

Foreign currency
forward contracts other current assets 1.6 3.1 Other accrued liabilities 1.3 2.5

Total Derivatives $17.7 $15.0 $6.2 $30.9

The amounts of the gains and losses related to the Companys derivative financial instruments designated as hedging

instruments are presented as follows

In millions

Derivatives in Cash Flow

Hedging Relationships

Foreign currency forward contracts $40.2 $08.0 Cost of sales 4.6 4.3

Selling general and administrative 7.1 10.8

Total derivatives $40.2 $08.0 $11.7 $1 5.1

Location of Gain or Loss Amount of Gain or Loss

Recognized in Earnings on Derivatives Recognized in Earnings on Derivatives1

June 30

2012 2011

In millions

Derivatives in Fair Value Hedging

Relationships

Interest rate swap contracts Interest expense net $8.7

changes in the fair values of the interest rate swap agreements are exactly
offset by changes in the fair value of the underlying long-term debt

June 30 June 30

2012 2011 2012 2011

See Note 12 Fair Value Measurements for further information about how the fair value of derivative assets and liabilities are determined

June 30

Amount of Gain or Loss Location of Gain or Loss Amount of Gain or Loss

Recognized in OCI Reclassified from Reclassified from

on Derivatives Accumulated OCI into Accumulated OCI into

Effective Portion Earnings Effective Portion Earnings Effective Portion

2012 2011

lune 30

2012 2011

The amount of
gain

loss recognized in earnings related to the amount excluded from effectiveness testing was $0.8 million and $0.3 million for fiscal

2012 and 2011 respectively The gain recognized in earnings related to the ineffective portion of the hedging relationships was de minimis for fiscal 2012

The loss recognized in earnings related to the ineffective portion of the hedging relationships was $0.5 million for fiscal 2011

144 THE ESTEE LAUDER COMPANIES INC



The amounts of the gains and losses related to the Companys derivative financial instruments not designated as hedging

instruments are presented as follows

Location of Gain or Loss Amount of Gain or Loss

Recognized in Earnings on Derivatives Recognized in Earnings on Derivatives

June 30

2012 2011

In millions

Derivatives Not Designated as

Hedging Instruments

Foreign currency forward contracts Selling general and administrative $0.3 $0.6

Foreign Currency Cash-Flow Hedges

The Company enters into foreign currency forward con

tracts to hedge anticipated transactions as well as receiv

ables and payables denominated in foreign currencies for

periods consistent with the Companys identified expo

sures The purpose of the hedging activities is to minimize

the effect of foreign exchange rate movements on costs

and on the cash flows that the Company receives from

foreign subsidiaries The majority of foreign currency

forward contracts are denominated in currencies of major

industrial countries The foreign currency forward

contracts entered into to hedge anticipated transactions

have been designated as foreign currency cash-flow

hedges and have varying maturities through the end of

March 2014 Hedge effectiveness of foreign currency for

ward contracts is based on hypothetical derivative meth

odology and excludes the portion of fair value attributable

to the spot-forward difference which is recorded in

current-period earnings

The ineffective portion of foreign currency forward

contracts is recorded in current-period earnings For

hedge contracts that are no longer deemed highly effec

tive hedge accounting is discontinued and gains and

losses accumulated in OCI are reclassified to earnings

when the
underlying forecasted transaction occurs If it is

probable that the forecasted transaction will no longer

occur then any gains or losses in accumulated OCl are

reclassified to current-period earnings As of June 30

2012 the Companys foreign currency cash-flow hedges

were highly effective in all material respects The esti

mated net gain as of June 30 2012 that is expected to be

reclassified from accumulated OCI into earnings net of

tax within the next twelve months is $8.6 million The

accumulated gain loss on derivative instruments in accu

mulated OCI was $15.3 million and $13.2 million as of

June 30 2012 and June 30 2011 respectively

At June 30 2012 the Company had foreign currency

forward contracts in the amount of $1476.0 million The

foreign currencies included in foreign currency forward

contracts notional value stated in U.S dollars are princi

pally the British pound $376.7 million Euro $223.4 mil

lion Canadian dollar $184.0 million Swiss franc

$129.9 million Australian dollar $106.5 million Korean

won $75.1 million and Thailand baht $51.3 million

At June 30 2011 the Company had foreign currency

forward contracts in the amount of $1490.7 million The

foreign currencies included in foreign currency forward

contracts notional value stated in U.S dollars are princi

pally the Swiss franc $284.9 million British pound

$273.5 million Canadian dollar $210.1 million Euro

$164.6 millionAustralian dollar $110.7 million Korean

won $77.9 million and Russian ruble $45.2 million

Fair-Value Hedges

The Company may enter into interest rate derivative con

tracts to manage the exposure to interest rate fluctuations

on its funded indebtedness and anticipated issuance of

debt for periods consistent with the identified exposures

During fiscal 2011 the Company terminated its interest

rate swap agreements which had effectively converted

the fixed rate interest on its outstanding 2017 Senior

Notes to variable interest rates Additionally the instru

ment which was classified as an asset had fair value of

$47.4 million at the date of cash settlement This net

settlement is classified as financing activity on the con

solidated statements of cash flows Hedge accounting

treatment was discontinued prospectively and the fair

value adjustment to the carrying amount of the related

debt is being amortized
against interest expense over the

remaining life of the debt

Credit Risk

As matter of policy the Company only enters into deriv

ative contracts with counterparties that have long-term

credit rating
of at least A- or higher by at least two nation

ally recognized rating agencies The counterparties to

these contracts are major financial institutions Exposure
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to credit risk in the event of nonperformance by any of

the counterparties is limited to the
gross

fair value of

contracts in asset positions which totaled $17.7 million at

June 30 2012 of which 35% and 16% were attributable

to two counterparties To manage this risk the Company

has established strict counterparty credit guidelines that are

continually monitored Accordingly management believes

risk of loss under these hedging contracts is remote

Certain of the Companys derivative financial instru

ments contain credit-risk-related contingent features

At June 30 2012 the Company was in net asset position

for certain derivative contracts that contain such features

with two counterparties
The fair value of those contracts

as of June 30 2012 was approximately $2.8 million As of

June 30 2012 the Company was in compliance with such

credit-risk-related contingent features

NOTE 12FAIR VALUE MEASUREMENTS

The Company records its financial assets and liabilities at

fair value which is defined as the price that would be

received to sell an asset or paid to transfer liability in the

principal or most advantageous market for the asset or

liability in an orderly transaction between market partici

pants at the measurement date The accounting for fair

value measurements must be applied to nonfinancial

assets and nonfinancial liabilities which principally consist

of assets and liabilities acquired through business combi

nations goodwill indefinite-lived intangible assets and

long-lived assets for the purposes of calculating potential

impairment and liabilities associated with restructuring

activities The Company is required to maximize the use of

observable inputs and minimize the use of unobservable

inputs when measuring fair value The three levels of inputs

that may be used to measure fair value are as follows

Level Inputs based on quoted market prices for identi

cal assets or liabilities in active markets at the

measurement date

Level Observable inputs other than quoted prices

included in Level such as quoted prices for

similar assets and liabilities in active markets

quoted prices for identical or similar assets and

liabilities in markets that are not active or other

inputs
that are observable or can be corrobo

rated by observable market data

Level Inputs reflect managements best estimate of

what market participants would use in pricing
the

asset or liability at the measurement date The

inputs are unobservable in the market and

significant to the instruments valuation

The following table presents the Companys hierarchy for its financial assets and liabilities measured at fair value on

recurring basis as of June 30 2012

Level Level Level Total

In millions

Assets

Foreign currency forward contracts $1 7.7 $1 7.7

Available-for-sale securities 5.9 59

Total $59 $177 $23.6

Liabilities

Foreign currency forward contracts 6.2 6.2

The following table presents the Companys hierarchy for its financial assets and liabilities measured at fair value on

recurring basis as of June 30 2011

Level Level Level Total

In millions

Assets

Foreign currency forward contracts $1 5.0 $1 5.0

Available-for-sale securities 6.6 6.6

Total $6.6 $15.0 $21.6

Liabilities

Foreign currency forward contracts $30.9 $30.9
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Impairment

Charges

6.7

3.3

11.7

Impairment

Charges

$29.3

7.0

1.7

Date of

Carrying Value

December 31 2011

April 12012

April 12012

Date of

Carrying Value

March 31 2011

March 31 2011

April 2011

See Note 5Goodwill and Other Intangible Assets for discussion of the valuation techniques used to measure fair value the description of the

inputs and information used to develop those inputs

The following methods and assumptions were used to

estimate the fair value of the Companys other classes of

financial instruments for which it is practicable to estimate

that value

Cash and cash equivalentsThe carrying amount

approximates fair value primarily because of the short

maturity of cash equivalent instruments

Available-for-sale securities Available-for-sale securi

ties are generally comprised of mutual funds and are

valued using quoted market prices on an active exchange

Available-for-sale securities are included in Other assets in

the accompanying consolidated balance sheets

Foreign currency forward contracts The fair values of

the Companys foreign currency
forward contracts were

determined
using an industry-standard valuation model

which is based on an income approach The significant

observable inputs to the model such as swap yield curves

and currency spot and forward rates were obtained from

an independent pricing service To determine the fair

value of contracts under the model the difference

between the contract price and the current forward rate

was discounted using LIBOR for contracts with maturities

up to 12 months and swap yield curves for contracts with

maturities greater
than 12 months

Current and long-term debtThe fair value of the

Companys debt was estimated based on the current rates

offered to the Company for debt with the same remaining

maturities To lesser extent debt also includes capital

lease obligations for which the carrying amount approxi

mates the fair value The Companys debt is classified

within Level of the valuation hierarchy

The following
table presents the Companys hierarchy and impairment charges for certain of its nonfinancial assets

measured at fair value on nonrecurring basis during fiscal 2012

In millions

Other intangible assets net trademark

Other intangible assets net trademark

Other intangible assets net customer list

Total $21.7

Carrying Value Level

$3.3 $3.3

To determine fair value of the trademark at December 31 2011 the Company used the relief-from-royalty method This

method which is an income approach assumed that in lieu of ownership third party would be willing to pay royalty

in order to obtain the rights to use the comparable asset The calculation of fair value requires significant judgment in

determining both the assets estimated cash flows as well as the appropriate discount and royalty rates applied to those

cash flows to determine fair value As these inputs are unobservable in the market and significant to the fair value calcula

tion the trademark was classified as Level In determining its fair value terminal growth rate of 3% was applied to

future cash flows and was used in conjunction with 1.5% royalty rate discounted to present
value at 17% rate

To determine fair value of the trademark and customer list at April 2012 the Company assessed the future perfor

mance of the related reporting unit and determined that negative cash flows in future forecasted periods would not sup

port royalty rate for the calculation of fair value of the trademark and negative income associated with existing

customers would not support value for the customer list The Company therefore concluded that the carrying value of

these assets were not recoverable

See Note 5Goodwill and Other Intangible Assets for further discussion of the Companys impairment testing

The following table presents the Companys hierarchy and impairment charges for certain of its nonfinancial assets

measured at fair value on nonrecurring basis during fiscal 2011

Carrying Value Level 31

In millions

Goodwill

Other intangible assets net trademark

Other intangible assets net trademark

Total $38.0

10.0 10.0
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The estimated fair values of the Companys financial instruments are as follows

In millions

Nonderivatives

Cash and cash equivalents

Available-for-sale securities

Current and long-term debt

Derivatives

Foreign currency
forward contracts

asset liability

JUNE 30 2012

Carrying Amount Fair Value

JUNE 30 2011

Carrying Amount Fair Value

NOTE 13PENSION DEFERRED COMPENSATION

AND POST-RETIREMENT BENEFIT PLANS

The Company maintains pension plans covering substan

tially all of its full-time employees for its U.S operations

and majority of its international operations Several

plans provide pension benefits based primarily on years

of service and employees earnings In certain instances

the Company adjusts benefits in connection with inter

national employee transfers

Retirement Growth Account Plan U.S
The Retirement Growth Account Plan is trust-based

noncontributory qualified defined benefit pension plan

The Companys funding policy consists of contributions at

rate that provides for future plan benefits and maintains

appropriate funded percentages Such contribution is

not less than the minimum required by the Employee

Retirement Income Security Act of 1974 uERlSA as

amended and subsequent pension legislation and is not

more than the maximum amount deductible for income

tax purposes

Restoration Plan U.S
The Company also has an unfunded non-qualified domes

tic noncontributory pension Restoration Plan to provide

benefits in excess of Internal Revenue Code limitations

International Pension Plans

The Company maintains international pension plans the

roost significant of which are defined benefit pension

plans The Companys funding policies for these plans are

determined by local laws and regulations The Companys

most significant defined benefit pension obligations are

included in the plan summaries below The fiscal 2011

international plan summary reflects plan amendment

and settlement that was result of the establishment of

successor defined benefit pension plan to comply with

local regulations for the employees of particular inter

national affiliate

Post-retirement Benefit Plans

The Company maintains domestic post-retirement

benefit plan which provides certain medical and dental

benefits to eligible employees Employees hired after

January 2002 are not eligible for retiree medical bene

fits when they retire Certain retired employees who are

receiving monthly pension benefits are eligible for par

ticipation in the plan Contributions required and benefits

received by retirees and eligible family members are

dependent on the age of the retiree It is the Companys

practice to fund these benefits as incurred and to provide

discretionary funding for the future liability up to the max

imum amount deductible for income tax purposes

Certain of the Companys international subsidiaries

and affiliates have post-retirement plans although most

participants are covered by government-sponsored or

administered programs

$1347.7

5.9

1288.1

$1347.7

5.9

1478.9

$1253.0

6.6

1218.1

11.5 11.5

$1253.0

6.6

1293.5

15.9 15.9
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Plan Summaries

The significant components of the above mentioned plans as of and for the
years

ended June 30 are summarized as follows

Pension Plans

International

Other than

Pension Plans

Post-retirementU.S

2012 2011 2012 2011 2012 2011

In millions

Change in benefit obligation

Benefit obligation at beginning of year 574.1 $545.6 451.3 41 3.7 56.3 45.0

Service cost 27.7 25.8 22.3 21.5 3.8 3.8

Interestcost 29.8 27.8 18.8 19.5 8.6 7.8

Plan participant contributions 3.3 3.1 0.7 0.6

Actuarial loss gain 107.2 14.4 52.6 12.4 32.7 4.6

Foreign currency exchange rate impact 34.1 58.5 1.5 1.5

Benefits expenses taxes and premiums paid 32.7 39.5 21.7 30.4 6.3 6.2

Plan amendments 8.8 11.4 6.8 0.8

Settlements and curtailments 0.3 33.6

Benefit obligation at end of
year

706.1 $574.1 483.4 451.3 201.1 56.3

Change in plan assets

Fair value of plan assets at beginning of year 554.7 $478.3 391.3 353.1 5.4 6.0

Actual return on plan assets 41.4 71.6 34.2 20.6 1.2 1.0

Foreign currency exchange rate impact 21.6 43.1

Employercontributions 82.2 44.3 29.7 34.1 15.0 14.0

Plan participant contributions 3.4 3.1 0.7 0.6

Settlements 32.3

Benefits expenses taxes and premiums paid

from plan assets 32.7 39.5 21.7 30.4 6.3 6.2

Fair value of plan assets at end of year 645.6 $554.7 41 5.3 391.3 26.0 5.4

Funded status 60.5 $19.4 68.1 60.0 $175.1 $140.9

Amounts recognized in the Balance Sheet

consist of

Other assets 51.1 78.0 41.6 47.3

Other accrued liabilities 10.5 9.6 3.0 2.2 0.3 0.3

Other noncurrent liabilities 101.1 87.8 06.7 105.1 74.8 40.6

Funded status 60.5 19.4 68.1 60.0 175.1 140.9

Accumulated other comprehensive loss 21 9.5 23.3 57.7 43.0 67.2 29.8

Net amount recognized 159.0 $103.9 89.6 83.0 $107.9 $111.1
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Weighted-average assumptions

used to determine benefit

obligations at June 30

Discount rate

Rate of compensation increase

Weighted-average assumptions

used to determine net

periodic benefit cost for

the year ended June 30

Discount rate

Expected return on assets

Rate of compensation increase

5.40%

7.75%

4.00-

12.00%

1.25 1.25

8.25% 8.00%

2.00- 2.00-

6.00% 6.00%

2.00 1.75

6.00% 5.50%

Other than

Pension Plans

The discount rate for each plan used for determining future net periodic benefit cost is based on review of highly rated

long-term bonds The discount rate for the Companys U.S plans is based on bond portfolio
that includes only long-term

bonds with an Aa rating or equivalent from major rating agency The Company believes the timing and amount of cash

flows related to the bonds included in this portfolio is expected to match the estimated defined benefit payment streams

of its U.S plans In determining the long-term rate of return for plan the Company considers the historical rates of

return the nature of the plans investments and an expectation for the plans investment strategies

Assumed health care cost trend rates have significant effect on the amounts reported for the health care plans The

iccIImerl weiohted-iermoe health care coct trend rate for the comino veir ic 67% while the weighted-averaee ultimate

of 4.56% is expecd to be reached in approximate 16 years onepercentage-point change in assumed

health care cost trend rates for fiscal 2012 would have had the following effects

One-Percentage-Point Increase One-Percentage-Point Decrease

In millions

Effect on total service and interest costs 1.2 1.0

Effect on post-retirement benefit obligations $1 3.9 $1 2.6

U.S

Pension Plans

2012

International

2011 2010 2012 2011 2010 2012

Post-retirement

2011 2010

1$ in millions

Components of net periodic

benefit cost

Service cost net 27.7 25.8 22.5 22.3 21.5 7.9 3.8 3.8 3.3

Interest cost 29.8 27.8 29.3 8.8 9.5 9.3 8.6 7.8 8.0

Expected return on assets 38.9 34.7 32.4 21.1 21.9 9.8 1.2 0.5

Amortization of

Prior service cost 0.7 0.7 0.8 3.3 2.5 2.3 0.3 0.1

Actuarial loss gain 7.9 9.7 4.1 4.9 5.8 1.9 1.9 1.7 0.6

Settlements and curtailments 0.3 9.1 2.7

Special termination benefits 1.1

Net periodic benefit cost 27.2 29.3 24.3 27.9 36.5 25.4 $1 3.4 $1 2.7 $11.9

3.90%

4.00-

12.00%

5.40% 5.30%

4.00- 4.00-

12.00% 12.00%

5.30% 6.50%

7.75% 7.75%

4.00- 4.00-

12.00% 12.00%

1.00

7.00%

1.00

6.00%

1.25

8.25%

200
8.25%

2.00-

6.00%

5.40-

8.75%

N/A

5.30-

9.00%

7.75%

3.70-

8.65%

N/A

5.40-

8.75%

7.75%

N/A

5.30-

9.00%

N/A

6.50-

9.00%

N/A

1.25

8.00%

2.50-

8.00%

1.75

8.75%

2.75

8.75%

N/A N/A
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Amounts recognized in accumulated OCI before tax as of June 30 2012 are as follows

Pension Plans

U.S International

In millions

Net actuarial gains losses beginning of
year $11 8.9 $1 2.6 $31.5 $263.0

Actuarial gains losses recognized 104.8 39.5 32.6 76.9

Amortization of amounts included in

net periodic benefit cost 7.9 4.9 1.9 4.7

Translation adjustments 6.9 0.1 6.8

Net actuarial gains losses end of year 21 5.8 40.3 62.3 41 8.4

Net prior service cost credit beginning of year 4.4 30.5 1.7 33.2

Prior service cost credit recognized 8.8 6.8 2.0

Amortization of amounts included in

net periodic benefit cost 0.7 3.3 0.3 4.3

Translation adjustments 0.9 0.1 0.8

Net prior service cost credit end of
year 3.7 7.5 4.9 26.1

Net transition obligation asset beginning of year 0.1 0.1

Amortization of amounts included in

net periodic benefit cost

Net transition obligation asset end of year 0.1 0.1

Total amounts recognized in accumulated OCI $219.5 $157.7 $67.2 $444.4

Amounts in accumulated OCl expected to be amortized as components of net periodic benefit cost during fiscal 2013

are as follows

Pension Plans

U.S International
_______________

In millions

Prior service cost $0.7 $2.7 $0.8

Net actuarial loss $7.9 $9.3 $44

The projected benefit obligation accumulated benefit obligation and fair value of plan assets for the Companys pension

plans at June 30 are as follows

Pension Plans

Retirement

Growth Account Restoration International

International pension plans with projected benefit obligations in excess of the plans assets had aggregate projected

benefit obligations of $223.0 million and $179.3 million and aggregate fair value of plan assets of $113.3 million and $72.0

million at June 30 2012 and 2011 respectively International pension plans with accumulated benefit obligations in excess

of the plans assets had aggregate accumulated benefit obligations of $155.6 million and $147.5 million and aggregate fair

value of plan assets of $72.5 million and $70.1 million at June 30 2012 and 2011 respectively

Other than

Pension Plans

Post-retirement Total _j

Other than

Pension Plans

Post-retirement

2012 2011 2012 2011 2012 2011

In millions

Projected benefit obligation $594.5 $476.8 $111.6 $97.3 $483.4 $451.3

Accumulated benefit obligation $522.1 $422.4 86.3 $76.1 $426.5 $392.0

Fair value of plan assets $645.6 $554.7 $41 5.3 $391.3
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The expected cash flows for the Companys pension and post-retirement plans are as follows

In millions

Expected employer contributions for year

ending June 30 2013

Expected benefit payments for year ending june 30

2013

2014

2015

2016

201

Years 201 82022

Pension Plans

u.s

46.3

46.0

42.9

38.4

38.5

197.2

International

24.7

19.5

16.5

17.7

18.1

20.1

114.9

Other than

Pension Plans

Post-retirement

6.0

6.7

7.3

8.1

9.0

58.3

Plan Assets

The Companys investment strategy for its pension and post-retirement plan assets is to maintain diversified portfolio of

asset classes with the primary goal of meeting long-term cash requirements as they become due Assets are primarily

invested in diversified funds that hold equity or debt securities to maintain the security of the funds while maximizing the

returns within each plans investment policy The investment policy for each plan specifies the type of investment vehicles

appropriate for the plan asset allocation guidelines criteria for selection of investment managers procedures to monitor

overall investment performance as well as investment manager performance

The Companys target asset allocation at June 30 2012 is as follows

Other than

Pension Plans

International Post-retirement

Equity 30% 19% 30%

Debt securities 41% 56% 41%

Other 29% 25% 29%

100% 100% 100%

The following is description of the valuation methodolo

gies used for plan assets measured at fair value

Short-term investment fundsThe fair value is determined

using the Net Asset Value NAy provided by the

administrator of the fund The NAV is based on the value

of the underlying assets owned by the fund minus its lia

bilities and then divided by the number of shares out

standing The NAV is quoted price in market that is not

active and is primarily classified as Level When quoted

in an active market these investments are classified within

Level of the valuation hierarchy

Government and agency securitiesWhen quoted prices

are available in an active market the investments are clas

sified as Level When quoted market prices are not avail

able in an active market these investments are classified

as Level

Equity securitiesThe fair values reflect the closing price

reported on major market where the individual securi

ties are traded These investments are classified within

Level of the valuation hierarchy

Debt instrumentsThe fair values are based on compi

lation of primarily observable market information or bro

ker quote in non-active market These investments are

primarily classified within Level of the valuation hierarchy

Commingled fundsThe fair values are determined using

NAV provided by the administrator of the fund The NAV

is based on the value of the underlying assets owned by

the trust/entity minus its liabilities and then divided by

the number of shares outstanding When quoted in an

active market these investments are classified within

Level of the valuation hierarchy When the market is not

active these investments are generally classified within

Level When the market is not active and some inputs

are unobservable these investments are generally classi

fied within Level

Insurance contractsThese instruments are issued by

insurance companies The fair value is based on negotiated

value and the underlying investment held in separate

account portfolios as well as considering the credit

worthiness of the issuer The underlying investments are

government asset-backed and fixed income securities

Pension Plans

u.s
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Insurance contracts are generally classified as Level as

there are no quoted prices nor other observable inputs

for pricing

Interests in limited partnerships and hedge fund invest

mentsOne limited partnership investment and one

hedge fund was valued using the NAV provided by the

administrator of the partnership/fund The NAV is based

on the value of the underlying assets owned by the

401k Savings Plan U.S
Tkr tni I.\ c-.. DI-.- c- 111 .-\

.J11I1JCttIy
tU \I\ .J0V11153 lOll .JOVlIl5

contributory defined contribution plan covering substan

tially all
regular U.S employees who have completed the

hours and service requirements as defined by the plan

document Regular full-time employees are eligible to

participate in the Savings Plan thirty days following their

date of hire The Savings Plan is subject to the applicable

partnership/fund minus its liabilities and then divided by

the number of shares outstanding All other limited part

nership investments and hedge fund investments are

private equity funds and the fair values are determined

by the fund managers based on the estimated value

of the various holdings of the fund portfolio These

investments are primarily classified within Level of the

valuation hierarchy

provisions of ERISA The Company matches portion of

i-ho nnrt ntc rnntruh Hone nfter ono uor corsro

under predetermined formula based on the participants

contribution level The Companys contributions were

$23.6 million $22.4 million and $20.8 million for fiscal

2012 2011 and 2010 respectively Shares of the

Companys Class Common Stock are not an investment

option in the Savings Plan and the Company does not use

such shares to match participants contributions

The following table presents the fair values of the Companys pension and post-retirement plan assets by asset category

as of June 30 2012

Level Level Level Total

In millions

Short-term investment funds 79.4 78.4 157.8

Government and agency securities 35.8 35.8

Equity securities 73.6 73.6

Debt instruments 34.2 34.2

Commingled funds 53.6 361.0 37.7 552.3

Insurance contracts 38.7 38.7

Limited partnerships and hedge fund investments 94.5 94.5

Total $306.6 $609.4 $170.9 $1086.9

The following table presents the fair values of the Companys pension and post-retirement plan assets by asset category

as of June 30 2011

Level Level Level Total

In millions

Short-term investment funds 22.9 44.9 67.8

Government and
agency

securities 29.6 29.6

Equity securities 59.8 59.8

Debt instruments 02.3 102.3

Commingled funds 190.4 345.3 39.0 574.7

Insurance contracts 39.0 39.0

Limited partnerships and hedge fund investments 88.2 88.2

Total $273.1 $522.1 $166.2 $961.4

The following table presents the changes in Level plan assets for fiscal 2012

Limited Partnerships

Commingled Insurance and Hedge Fund

Funds Contracts Investments Total

In millions

Balance as of June 30 2011 $39.0 $39.0 $88.2 $1 66.2

Actual return on plan assets

Relating to assets still held at the reporting date 1.4 3.9 4.7 0.6

Relating to assets sold during the year 0.7 3.7 3.0

Transfers in out

Purchases sales issuances and settlements net 1.0 1.2 7.3 7.5

Foreign exchange impact 1.0 5.4 6.4

Balance as of June 30 2012 $377 $38.7 $94.5 $1 70.9
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Deferred Compensation accompanying consolidated balance sheets under these

The Company accrues for deferred compensation and

interest thereon and for the increase in the value of share

units pursuant to agreements with certain key executives

and outside directors The amounts included in the

NOTE 14COMMITMENTS AND CONTINGENCIES

Contractual Obligations

plans were $66.6 million and $63.8 million as of June 30

2012 and 2011 respectively The expense for fiscal 2012

2011 and 2010 was $8.4 million $9.9 million and $1.7

million respectively

The following table summarizes scheduled maturities of the Companys contractual obligations for which cash flows are

fixed and determinable as of June 30 2012

Payments Due in Fiscal

Total 2013 2014 2015 2016 2017 Thereafter

In millions

Debt service $2066.7 286.2 $291.6 46.6 46.4 $346.3 $1049.6

Operating lease commitments2 1537.9 266.6 243.5 209.3 182.8 153.5 482.2

Unconditional purchase obligations 21 78.6 11 30.0 21 3.1 197.5 85.0 4.5 338.5

Gross unrecognized tax benefits

and interestcurrent4 0.9 0.9

Total contractual obligations $5784.1 $1683.7 $748.2 $453.4 $414.2 $614.3 $1870.3

Includes long-term and short-term debt and the related projected interest costs and to lesser extent capital lease commitments Interest costs

on long-term and short-term debt are projected to be $64.4 million in fiscal 2013 $55.1 million in fiscal 2014 $46.2 million in each of the years

from fiscal 2015 through fiscal 2017 and $549.8 million thereafter Projected interest costs on variable rate instruments were calculated using

market rates at June 30 2012 Including the 2022 Senior Notes and 2042 Senior Notes and redemption of the 2013 Senior Notes debt service

costs are projected to increase $247.2 million in fiscal 2013 decrease $223.9 million in fiscal 2014 increase $15.1 million in each of the years from

fiscal 2015 through fiscal 2017 and increase $768.2 million thereafter Refer to Note 10Debt

Minimum operating lease commitments only include base rent Certain leases provide for contingent rents that are not measurable at inception

and primarily include rents based on percentage of sales in excess of stipulated levels as well as common area maintenance These amounts are

excluded from minimum operating lease commitments and are included in the determination of total rent expense
when it is probable that the

expense has been incurred and the amount is reasonably measurable Such amounts have not been material to total rent expense Total rental

expense included in the accompanying consolidated statements of earnings was $304.9 million in fiscal 2012 $290.9 million in fiscal 2011 and

$272.8 million in fiscal 2010

Unconditional purchase obligations primarily include inventory commitments estimated future earn-out payments estimated royalty payments

pursuant to license agreements advertising commitments capital improvement commitments planned funding of pension and other post-

retirement benefit obligations commitments pursuant to executive compensation arrangements obligations related to the Companys cost savings

initiatives and acquisitions Future earn-out payments and future royalty and advertising commitments were estimated based on planned future

sales for the term that was in effect at June 30 2012 without consideration for potential renewal periods

Refer to Note 8Income Taxes for information regarding unrecognized tax benefits As of June 30 2012 the noncurrent portion of the Companys

unrecognized tax benefits including related accrued interest and penalties was $106.2 million At this time the settlement period for the noncurrent

portion of the unrecognized tax benefits including related accrued interest and penalties cannot be determined and therefore was not included

Eegal Proceedings

The Company is involved from time to time in litigation

and other legal proceedings incidental to its business

L.I. .1
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litigation and legal proceedings will not have material

adverse effect upon the Companys results of operations

financial condition or cash flows However manage

ments assessment of the Companys current litigation

and other legal proceedings could change in light of the

discovery of facts with
respect to legal actions or other

proceedings pending against the Company not presently

known to the Company or determinations by judges

juries or other finders of fact which are not in accord with

managements evaluation of the possible liability or

outcome of such litigation or proceedings Except as

disclosed below reasonably possible losses in addition to

the amounts accrued for litigation and other legal pro

ceedings are not material to the Companys consolidated

financial statements

During the fiscal 2007 fourth quarter the former

owner of the Darphin brand initiated litigation in the Paris

Commercial Court against
the Company and one of its

subsidiaries seeking to recover 60.0 million $75.5 mil

lion at the exchange rate at June 30 2012 that he claims

he was owed as additional consideration for the sale of

Darphin to the Company in April 2003 On December 23

2011 the Paris Commercial Court issued its judgment

awarding the former owner 22.9 million $28.8 million at

154 THE ESTEE LAUDER COMPANIES INC



the exchange rate at June 30 2012 plus interest from

2007 The Company has filed its appeal with the Paris

Court of Appeal In accordance with the judgment in

January 2012 the Company paid 25.3 million $31.8 mil

lion at the exchange rate at June 30 2012 to the former

owner and received from him bank guarantee to assure

repayment to the Company of such sum or any part

thereof in the event that the judgment is reversed by the

Paris Court of Appeal Based upon its assessment of

the case as well as the advice of external counsel the

Company is maintaining the amount it previously accrued

as an amount that it believes will ultimately be paid based

on the probable outcome of the appeal Such amount is

less than the Paris Commercial Courts award

Other Income

In November 2011 the Company settled commercial

dispute with third parties that was outside its normal oper

ations In connection therewith the Company received

$10.5 million cash payment which has been classified as

other income in its consolidated statement of earnings

NOTE 15COMMON STOCK

As of June 30 2012 the Companys authorized common

stock consists of 650 million shares of Class Common

Stock par value $01 per share and 240 million shares of

Class Common Stock par
value $01 per

share Class

Common Stock is convertible into Class Common

Stock in whole or in part at any time and from time to

time at the option of the holder on the basis of one share

of Class Common Stock for each share of Class

Common Stock converted Holders of the Companys
Class Common Stock are entitled to one vote per share

and holders of the Companys Class Common Stock are

entitled to ten votes per share

On November 2011 the Companys Board of

Directors declared two-for-one stock split on the

Companys Class and Class Common Stock The

stock split was effected in the form of stock dividend

and resulted in one additional share being issued on

January 20 2012 for each share held by stockholders of

record at the close of business on January 2012 The

stock split did not have an impact on the Companys
consolidated financial position or results of operations

In addition on November 2011 the Companys Board

of Directors declared dividend in the amount of

$.525 per share on the Companys Class and Class

Common Stock The dividend was paid in cash on

December 14 2011 to stockholders of record at the

close of business on November 28 2011

Information about the Companys common stock

outstanding is as follows

Shares in thousands

Balance at June 30 2009 237253.8 561 34.5

Acquisition of treasury stock 9803.7

Conversion of Class to Class 1970.4 1970.4

Stock-based compensation 1862.8

Balance at June 30 2010 241283.3 541 64.1

Acquisition of treasury stock 10515.1

Conversion of Class to Class 2200.0 2200.0

Stock-based compensation 9630.7

Balance at June 30 2011 242598.9 151964.1

Acquisition of treasury stock 1980.2

Conversion of Class to Class 86.0 86.0

Stock-based compensation 6314.8

Balance atJune 30 2012 237119.5 151778.1

The Company is authorized by the Board of Directors to

repurchase up to 176.0 million shares of Class Common

Stock in the open market or in privately negotiated trans

actions depending on market conditions and other fac

tors As of June 30 2012 the cumulative total of acquired

shares pursuant to the authorization was 161.1 million

reducing the remaining authorized share repurchase bal

ance to 14.9 million

Subsequent to June 30 2012 the Company purchased

approximately 2.0 million additional shares of Class

Common Stock for $104.2 million pursuant to its share

repurchase program

NOTE 16STOCK PROGRAMS

As of June 30 2012 the Company has two active equity

compensation plans which include the Amended and

Restated Fiscal 2002 Share Incentive Plan the Fiscal

2002 Plan and the Non-Employee Director Share Incen

tive Plan collectively the Plans These Plans currently

provide for the issuance of 66319900 shares of Class

Common Stock which consist of shares originally pro

vided for and shares transferred to the Fiscal 2002 Plan

from other inactive plans and employment agreements to

be granted in the form of stock-based awards to key

employees consultants and non-employee directors of

the Company As of June 30 2012 approximately

23396400 shares of Class Common Stock were

reserved and available to be granted pursuant to these

Plans The Company may satisfy the obligation of its stock-

based compensation awards with either new or treasury

shares The Companys equity compensation awards out

standing at June 30 2012 include stock options perfor

mance share units PSU restricted stock units RSU
market share units MSU and share units

Total stock-based compensation expense is attributable

to the granting of and the remaining requisite service

periods of stock options PSUs RSUs MSUs and share

Class Class
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YEAR ENDED JUNE 30

In millions

Compensation expense

Income tax benefit

Shares in thousands

Outstanding at June 30 2011

Granted at fair value

Exercised

Expired

Forfeited

16972.5

3349.7

4318.8

16.9

The intrinsic value of stock option is the amount by which the market value of the underlying stock exceeds the exercise price of the option

The exercise period for all stock options generally may not

exceed ten years
from the date of grant Stock option

grants to individuals generally become exercisable in

three substantively equal tranches over service period of

up to four years The Company attributes the value of

option awards on straight-line basis over the requisite

service period for each separately vesting portion of the

award as if the award was in substance multiple awards

The following is summary of the per-share weighted-

average grant date fair value of stock options granted and

total intrinsic value of stock options exercised

2012 2011 2010

In millions except per share data

Per-share weighted-average

grant date fair value of

stock options granted $1 7.41 $1 8.93 $1 0.64

Intrinsic value of stock

options exercised $1 54.0 $1 78.1 $91.8

The fair value of each option grant was estimated on the

date of grant using the Black-Scholes option-pricing

model with the following assumptions

Weighted-average expected

stock-price volatility

Weighted-average expected

option life

Average risk-free interest rate

Average dividend yield

The Company uses weighted-average expected stock-

price volatility assumption that is combination of both

current and historical implied volatilities of the underlying

stock The implied volatilities were obtained from publicly

available data sources For the weighted-average

expected option life assumption the Company considers

the exercise behavior of past grants and models the pat

tern of aggregate exercises The average risk-free interest

rate is based on the U.S Treasury strip rate for the

expected term of the options and the average dividend

yield is based on historical experience

Performance Share Units

During fiscal 2012 the Company granted approximately

260000 PSUs which will be settled in stock subject to

the achievement of the Companys net sales diluted

units Stock-based compensation expense and related

income tax benefits are as follows

2012

$1 24.7

41.1

As of June 30 2012 the total unrecognized compensa

tion cost related to nonvested stock-based awards was

$80.8 million and the related weighted-average period
2011 2010

over which it is expected to be recognized is approxi

mately 1.7 years
$94.8 $57.0

31.5 19.0

Stock Options

summary of the Companys stock option programs as of June 30 2012 and changes during the fiscal year
then ended

is presented below

Weighted-Average

Shares Exercise Price Per Share

Aggregate

Intrinsic Value1

in millions

Weighted-Average

Contractual Life

Remaining in Years

75.7

Outstanding at June 30 2012 15810.8

Vested and expected to vest at June 30 2012 5654.9

Exercisable at June 30 2012 8005.8

$22.87

49.22

21.33

20.64

31.26

28.86

28.72

22.38

$399.6 7.0

$397.8 7.0

$254.1 5.9

YEAR ENDED JUNE 30 2012 2011 2010

YEAR ENDED JUNE 30

31% 30%35%

years

1.7%

1.0%

years

2.2%

1.1%

years

3.1%

2.0%
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net earnings per common share and return on invested

capital goals for the three fiscal years ending June 30

2014 all subject to the continued employment or retire

ment of the grantees Settlement will be made pursuant to

range of opportunities relative to the net sales diluted

net earnings per common share and return on invested

capital targets
of the Company and as such the compen

sation cost of the PSU is subject to adjustment based

upon the attainability of these target goals No settlement

will occur for results below the applicable minimum

threshold of target and additional shares shall be issued

if performance exceeds the targeted performance goals

Certain PSUs are accompanied by dividend equivalent

rights that will be payable in cash upon settlement of the

PSU Other PSUs granted in fiscal 2012 are not accompa

nied by dividend equivalent rights and as such were

valued at the closing market value of the Companys Class

Common Stock on the date of
grant less the discounted

present
value of the dividends expected to be paid on the

shares during the
vesting period These awards are sub

ject to the provisions of the agreement under which the

PSUs are granted The PSUs were valued at the closing

market value of the Companys Class Common Stock

on the date of grant and generally vest at the end of the

performance period Approximately 495900 shares of

Class Common Stock are anticipated to be issued rela

tive to the
target goals set at the time of issuance in settle

ment of the 330600 PSUs that vested as of June 30

2012 In September 2011 approximately 275200 shares

of the Companys Class Common Stock were issued

and related accrued dividends were paid relative to the

target goals set at the time of issuance in settlement of

262000 PSUs which vested as of June 30 2011

The following is summary of the status of the

Companys PSUs as of June 30 2012 and activity during

the fiscal year then ended

Nonvested at June 30 2012 625.9

Restricted Stock Units

The Company granted approximately 1336200 RSUs

during fiscal 2012 which at the time of
grant were sched

uled to vest as follows 751500 on October 31 2012

3900 on April 25 2013 392500 on October 31 2013

3900 on April 25 2014 175500 on October 31 2014

5000 on December 2014 and 3900 on April 27 2015

all subject to the continued employment or retirement of

the grantees Certain RSUs granted in fiscal 2012 are

accompanied by dividend equivalent rights that will be

payable in cash upon settlement of the RSU and as such

were valued at the closing market value of the Companys

Class Common Stock on the date of
grant

Other RSUs

granted in fiscal 2012 are not accompanied by dividend

equivalent rights and as such were valued at the closing

market value of the Companys Class Common Stock

on the date of grant less the discounted present value of

the dividends expected to be paid on the shares during

the vesting period

The following is summary of the status of the

Companys RSUs as of June 30 2012 and activity during

the fiscal
year

then ended

Shares in thousands

Nonvested at June 30 2011

Granted

Vested

Forfeited

Weighted-Average

Grant Date

Shares Fair Value Per Share

Nonvested at June 30 2012 2392.9 38.22

Market Share Unit

As of June 30 2012 the Company had one outstanding

market share with grant date fair value of $10.6 million

that was estimated using lattice model with Monte

Carlo simulation and the following assumptions contrac

tual life of 41 months weighted-average expected vola

tility
of 29% weighted-average risk-free interest rate of

1.6% and weighted-average dividend yield of 1.0% The

Company used an expected stock-price volatility assump

tion that is combination of both current and historical

implied volatilities from options on the underlying stock

The implied volatilities were obtained from publicly

available data sources The expected life is equal to the

contractual term of the grant The
average

risk-free inter

est rate is based on the U.S Treasury strip rates over the

contractual term of the grant and the average dividend

yield is based on historical experience

Share Units

The Company grants
share units to certain non-employee

directors under the Non-Employee Director Share

Incentive Plan The share units are convertible into shares

of Class Common Stock as provided for in that plan

Share units are accompanied by dividend equivalent

rights that are converted to additional share units when

such dividends are declared

2870.3

1336.2

1716.8

96.8

$24.87

48.85

24.31

35.77

Weighted-Average

Grant Date

Shares Fair Value Per Share

Shares in thousands

Nonvested at June 30 2011

Granted

Vested

Forfeited

699.8

260.0

330.6

3.3

$23.36

48.57

16.71

28.84

37.31
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The following is summary of the status of the

Companys share units as of June 30 2012 and activity

during
the fiscal

year
then ended

Shares in thousands

Outstanding at June 30 2011

Granted

Dividend equivalents

Converted

Weighted-Average

Grant Date

Shares Fair Value Per Share

Outstanding at June 30 2012 73.7 28.69

Cash Units

Certain non-employee directors defer cash compensation

in the form of cash payout share units which are not sub

ject to the Plans These share units are classified as liabili

ties and as such their fair value is adjusted to reflect the

current market value of the Companys Class Common

Stock The Company recorded $0.8 million $4.9 million

and $2.3 million as compensation expense to reflect addi

tional deferrals and the change in the market value for

fiscal 2012 2011 and 2010 respectively

NOTE 17NET EARNINGS ATTRIBUTABLE

TO THE ESTEE LAUDER COMPANIES INC

PER COMMON SHARE

Net earnings attributable to The Estee Lauder Companies

Inc per common share basic EPS is computed by

dividing net earnings attributable to The Estee Lauder

Companies Inc by the weighted-average number of com

mon shares outstanding and contingently issuable shares

which satisfy certain conditions Net earnings attribut

able to The Estee Lauder Companies Inc
per common

share assuming dilution diluted EPS is computed by

reflecting potential dilution from stock-based awards

reconciliation between the numerators and denominators of the basic and diluted EPS computations is as follows

YEAR ENDED JUNE 30 2012 2011 2010

As of June 30 2012 2011 and 2010 outstanding stock options that were not included in the computation of diluted EPS

because their inclusion would be anti-dilutive were de minimis As of June 30 2012 2011 and 2010 0.6 million 0.7 mil

lion and 0.6 million respectively of PSUs have been excluded from the calculation of diluted EPS because the number of

shares ultimately issued is contingent on the achievement of certain performance targets of the Company as discussed

in Note 16Stock Programs

58.4

14.5

0.8

$21.22

57.53

52.79

In millions except per share data

Numerator

Net earnings attributable to The Estee Lauder Companies Inc $856.9 $700.8 $478.3

Denominator

Weighted-average common shares outstandingBasic 388.7 394.0 395.4

Effect of dilutive stock options 6.3 6.5 4.5

Effect of RSUs PSUs and MSU 2.0 1.9 1.6

Weighted-average common shares outstandingDiluted 397.0 402.4 401.5

Net earnings attributable to The Estee Lauder Companies Inc

per common share

Basic 2.20 1.78 1.21

Diluted 2.16 1.74 1.19
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NOTE 18ACCUMULATED OTHER COMPREHENSIVE INCOME LOSS

The components of Accumulated OCI AOCI included in the accompanying consolidated balance sheets consist of

the following

Of the $17.4 million net of tax derivative instrument gain

recorded in AOCI at June 30 2012 $9.8 million in gains

net of tax related to foreign currency forward contracts

which the Company will reclassify to earnings through

March 2014 Also included in the net derivative instru

ment gain recorded in AOCI was $8.2 million net of tax

related to the October 2003 gain from the settlement of

the treasury lock agreements upon the issuance of the

Companys 2033 Senior Notes which is being reclassified

to earnings as an offset to interest expense over the life of

the debt These gains were partially offset by $0.6 million

net of tax related to loss from the settlement of series

of forward-starting interest rate swap agreements upon

the issuance of the Companys 2037 Senior Notes which

is being reclassified to earnings as an addition to interest

expense over the life of the debt

Refer to Note 13Pension Deferred Compensation

and Post-retirement Benefit Plans for the discussion

regarding the net pension and post-retirement adjustments

YEAR ENDED JUNE 30 2012 2011 2010

In millions

Net unrealized investment gains losses beginning of year 0.5 0.2 0.2

Unrealized investment gains losses 0.1 0.4 0.6

Benefit provision for deferred income taxes 0.1 0.1 0.2

Net unrealized investment gains end of year
0.5 0.5 0.2

Net derivative instruments beginning of year 0.7 4.3 1.5

Gain loss on derivative instruments 40.2 38.0 0.2

Benefit provision for deferred income taxes on derivative instruments 4.3 3.4 0.1

Reclassification to earnings during the year

Foreign currency forward contracts 1.7 5.1 20.3

Settled interest rate-related derivatives 0.3 0.3 0.2

Benefit provision for deferred income taxes on reclassification 4.2 5.2 7.0

Net derivative instruments end of
year

7.4 0.7 4.3

Net pension and post-retirement adjustments beginning of year 199.0 21 7.6 190.7

Changes in plan assets and benefit obligations

Net actuarial gains losses recognized 76.9 30.7 65.6

Net prior service credit cost recognized 2.0 0.6 2.6

Translation adjustments 7.6 6.4 6.5

Amortization of amounts included in net periodic benefit cost

Net actuarial gains losses 4.7 26.3 9.3

Net prior service cost credit 4.3 3.1 3.1

Net transition asset obligation

Benefit provision for deferred income taxes 53.8 4.5 7.2

Net pension and post-retirement adjustments end of year 293.5 199.0 217.6

Cumulative translation adjustments beginning of year
216.9 6.4 72.3

Translation adjustments
56.6 21 3.2 65.5

Benefit provision for deferred income taxes 2.4 2.7 0.4

Cumulative translation adjustments end of year
62.7 216.9 6.4

Accumulated other comprehensive income loss 21 2.9 7.7 $1 96.7
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NOTE 19STATEMENT OF CASH FLOWS

Supplemental cash flow information is as follows

YEAR ENDED JUNE 30

NOTE 20SEGMENT DATA AND

RELATED INFORMATION

Reportable operating segments include components of

an enterprise
about which separate financial information

is available that is evaluated regularly by the chief operat

ing decision maker the Chief Executive in deciding

how to allocate resources and in assessing performance

As result of the similarities in the manufacturing market

ing and distribution processes for all of the Companys

products much of the information provided in the con

solidated financial statements is similar to or the same as

that reviewed on regular basis by the Chief Executive

Although the Company operates in one business

segment beauty products management also evaluates

performance on product category basis

While the Companys results of operations are also

reviewed on consolidated basis the Chief Executive

reviews data segmented on basis that facilitates com

parison to industry statistics Accordingly net sales depre

ciation and amortization and operating income are

available with respect to the manufacture and distribution

of skin care makeup fragrance hair care and other prod

ucts These product categories meet the definition of

operating segments and accordingly additional financial

data are provided below The other segment includes

the sales and related results of ancillary products and ser

vices that do not fit the definition of skin care makeup

fragrance and hair care

2012 2011 2010

Product category performance is measured based

upon net sales before returns associated with restructur

ing activities and
earnings before income taxes other

income net interest expense interest expense on debt

extinguishment and total charges associated with restruc

turing activities Returns and charges associated with

restructuring activities are not allocated to the product

categories because they result from activities that are

deemed company-wide program to redesign the

Companys organizational structure The accounting poli

cies for the Companys reportable segments are the same

as those described in the summary of significant account

ing policies except for depreciation and amortization

charges which are allocated primarily based upon net

sales The assets and liabilities of the Company are man

aged centrally and are reported internally in the same

manner as the consolidated financial statements thus no

additional information is produced for the Chief Executive

or included herein

In millions

Cash

Cash paid during the
year

for interest 75.0 72.6 $106.0

Cash paid during the year for income taxes $326.4 $241.7 $265.2

Non-cash investing and financing activities

Incremental tax benefit from the exercise of stock options 10.0 20.0 21.3

Change in
liability

associated with acquisition of business 7.0

Capital lease obligations incurred 8.6 1.0 22.5

Interest rate swap derivative mark to market 8.7 14.2
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YEAR ENDED JUNE 30 2012 2011 2010

In millions

PRODUCT CATEGORY DATA

Net Sales

Skin Care $4225.2 $3718.6 $3227.1

Makeup 3696.8 3370.8 2978.2

Fragrance 1271.0 1236.0 11 36.9

Hair Care 462.4 432.3 41 3.9

Other 60.3 56.9 55.4

9715.7 8814.6 7811.5

Returns associated with restructuring activities 2.1 4.6 5.7

$9713.6 $8810.0 $7795.8

Depreciation and Amortization

Skin Care 11 9.9 11 6.3 04.4

Makeup 127.8 127.4 110.3

Fragrance 37.5 40.0 37.2

Hair Care 9.5 9.7 10.8

Other 1.1 1.0 1.0

295.8 294.4 263.7

Goodwill Other Intangible Asset and Long-Lived

Asset Impairments

Skin Care 3.8 11.0

Makeup 1.1 1.0

Fragrance 0.5

Hair Care 21.7 33.1 35.9

Other

21.7 38.0 48.4

Operating Income Loss before total charges

associated with restructuring activities

Skin Care 746.7 595.1 434.3

Makeup 538.0 493.8 416.8

Fragrance 100.1 80.7 26.3

Hair Care 2.2 9.1 6.2

Other 22.1 11.7 3.4

1374.9 1148.8 874.6

Reconciliation

Total charges associated with restructuring activities1 63.2 59.4 84.7

Interest expense net 61.1 63.9 74.3

Other income 10.5

Interest
expense on debt extinguishment 27.3

Earnings before income taxes $1261.1 $1025.5 688.3

ncludes $8.8 million of impairment charges in fiscal 2010 related to the reformulation of Ojon brand products
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YEAR ENDED OR AT JUNE30 2012 2011 2010

In millions

GEOGRAPHIC DATA

Net Sales

The Americas $4101.1 $3796.3 $3442.1

Europe the Middle East Africa 3603.2 3257.6 2859.3

Asia/Pacific 2011.4 1760.7 151 0.1

9715.7 8814.6 7811.5

Returns associated with restructuring activities 2.1 4.6 5.7

$9713.6 $8810.0 $7795.8

Operating Income Loss

The Americas 288.4 244.9 161.5

Europe the Middle East Africa 746.3 651.9 500.8

Asia/Pacific 340.2 252.0 21 2.3

1374.9 1148.8 874.6

Total charges associated with restructuring activities 63.2 59.4 84.7

$1311.7 $1089.4 789.9

Total Assets

TheAmericas $3616.5 $3633.6 $3237.3

Europe the Middle East Africa 2311.6 2034.0 1600.0

Asia/Pacific 664.9 606.3 498.3

$6593.0 $6273.9 $5335.6

Long-Lived Assets property plant and equipment net

The Americas 81 5.2 750.7 702.6

Europe the Middle East Africa 307.8 307.5 258.3

Asia/Pacific 108.8 84.9 62.7

$1231.8 $1143.1 $1023.6

Net sales are predominantly attributed to country within geographic segment based on the location of the customer

The net sales from the Companys travel retail business are included in the Europe the Middle East Africa region

The Company is domiciled in the United States Net sales in the United States in fiscal 2012 2011 and 2010 were $3582.1

million $3309.1 million and $2992.7 million respectively The Companys long-lived assets in the United States at

June 30 2012 2011 and 2010 were $736.5 million $672.1 million and $630.1 million respectively
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NOTE 21UNAUDITED QUARTERLY FINANCIAL DATA

The following summarizes the unaudited quarterly operating results of the Company for fiscal 2012 and 2011

Quarter Ended

September 3Q1 December 312 March 31 June 30 Total Year

In millions except per share data

Fiscal 2012

NetSales56 $2476.7 $2737.5 $2248.2 $2251.2 $9713.6

Gross Profit 1942.4 2186.5 1778.9 1810.0 7717.8

Operating Income5 430.0 597.0 211.5 73.2 1311.7

Net Earnings Attributable to

The Estee Lauder Companies Inc 278.6 396.7 130.4 51.2 856.9

Net earnings attributable to

The Estee Lauder Companies Inc

per common share

Basic .71 1.03 .34 .13 2.20

Diluted .70 1.00 .33 .13 2.16

Fiscal 2011

Net Sales5 $2091.7 $2492.0 $21 65.7 $2060.6 $8810.0

Gross Profit 1603.6 1950.9 1683.1 1635.5 6873.1

Operating Income5 298.0 517.7 209.1 64.6 1089.4

Net Earnings Attributable to

The Estee Lauder Companies Inc 191.1 343.9 124.7 41.1 700.8

Net earnings attributable to

The Estee Lauder Companies Inc

per common share

Basic .49 .87 .32 .10 1.78

Diluted .48 .86 .31 .10 1.74

Fiscal 2012 first quarter results include charges associated with restructuring activities of $4.1 million $2.9 million after tax or $01 per diluted

common share Fiscal 2011 first quarter results include charges associated with restructuring activities of $4.6 million $3.3 million after tax or

$01 per diluted common share

Fiscal 2012 second quarter results include charges associated with restructuring activities of $6.1 million $4.4 million after tax or $01 per diluted

common share and other intangible asset impairment charges of $6.7 million $4.3 million after tax or $01 per diluted common share

Fiscal 2011 second quarter results include charges associated with restructuring activities of $19.3 million $11.9 million after tax or $03 per

diluted common share

Fiscal 2012 third quarter results include charges associated with restructuring activities of $28.8 million $18.8 million after tax or $05 per diluted

common share Fiscal 2011 third quarter results include charges associated with restructuring activities of $23.5 million $17.9 million after tax or

$04 per diluted common share and goodwill and other intangible asset impairment charges of $36.3 million $23.3 million after tax or $06 per

diluted common share

Fiscal 2012 fourth quarter results include charges associated with restructuring activities of $24.2 million $18.0 million after tax or $04 per diluted

common share and other intangible asset impairment charges of $15.0 million $9.6 million after tax or $02 per
diluted common share

Fiscal 2011 fourth quarter results include charges associated with restructuring activities of $12.0 million $8.6 million after tax or $02 per diluted

common share other intangible asset impairment charges of $1.7 million $1.1 million after tax or less than $01 per diluted common share and

certain out-of-period adjustments of $8.6 million after tax or $02 per diluted common share

As result of the Companys SAP rollout approximately $30 million of accelerated orders were recorded as net sales approximately $23 million

of operating income in the fiscal 2012 second quarter that likely would have occurred in the fiscal 2012 third quarter In addition approximately

$42 million of accelerated orders approximately $31 million of operating income were recorded as net sales in the fiscal 2011 third quarter that

would have occurred in the fiscal 2011 fourth quarter

The Company established provision in the fiscal 2012 third quarter for then-anticipated returns of approximately $16 million as result of

repositioning certain products due to changes in regulations related to sunscreen products in the United States These regulations were

kc .ni-i .-L-.f.-..-...-..-4 -.-..-i -..--.-....-i-..i .k. ... tk 1.5 f.- .--i- .-_--9-7 -.---- Ef -V -V- .-
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MANAGEMENTS REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of The Estee Lauder Companies Inc including its subsidiaries the Company is responsible for

establishing and maintaining adequate internal control over financial reporting as defined in Rules 13a-15f of the

Securities Exchange Act of 1934 as amended

companys internal control over financial reporting is process designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes in accordance with

U.S generally accepted accounting principles companys internal control over financial reporting includes those

policies and procedures that pertain to the maintenance of records that in reasonable detail accurately and fairly

reflect the transactions and dispositions of the assets of the company provide reasonable assurance that transactions

are recorded as necessary to permit preparation of financial statements in accordance with U.S generally accepted

accounting principles and that receipts and expenditures of the company are being made only in accordance with

authorizations of management and directors of the company and provide reasonable assurance regarding prevention

or timely detection of unauthorized acquisition use or disposition of the companys assets that could have material

effect on the financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements

Also projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree of compliance with the policies or procedures

may deteriorate

Under the supervision of and with the participation of the Chief Executive Officer and the Chief Financial Officer the

Companys management conducted an assessment of the effectiveness of the Companys internal control over financial

reporting based on the framework and criteria established in Internal ControlIntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission Based on this assessment the Companys

management has concluded that as of June 30 2012 the Companys internal control over financial reporting was effective

The effectiveness of the Companys internal control over financial reporting as of June 30 2012 has been audited by

KPMG LLP an independent registered public accounting firm as stated in their
report

which appears under the heading

Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting

Fabrizio Freda Richard Kunes

President and Chief Executive Officer Executive Vice President and Chief Financial Officer

August 17 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON
INTERNAL CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Stockholders

The Estee Lauder Companies Inc

We have audited The Estee Lauder Companies Inc and subsidiaries 11the Company internal control over financial

reporting as of June 30 2012 based on criteria established in Internal ControlIntegrated Framework issued by the

Committee of Sponsoring Organizations of the Treadway Commission COSO The Companys management is

responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness

of internal control over financial reporting included in the accompanying Managements Report on Internal Control Over

Financial Reporting Our responsibility is to express an opinion on the Companys internal control over financial reporting

based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board United

States Those standards require that we plan and perform the audit to obtain reasonable assurance about whether

effective internal control over financial reporting was maintained in all material
respects

Our audit included obtaining an

understanding of internal control over financial reporting assessing the risk that material weakness exists and testing

and evaluating the design and operating effectiveness of internal control based on the assessed risk Our audit also

included performing such other procedures as we considered necessary in the circumstances We believe that our audit

provides reasonable basis for our opinion

companys internal control over financial reporting is
process designed to provide reasonable assurance regarding the

reliability of financial reporting and the preparation of financial statements for external purposes in accordance with

generally accepted accounting principles companys internal control over financial reporting includes those policies

and procedures that pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the

transactions and dispositions of the assets of the company provide reasonable assurance that transactions are

recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting

principles and that receipts and expenditures of the company are being made only in accordance with authorizations of

management and directors of the company and provide reasonable assurance regarding prevention or timely

detection of unauthorized acquisition use or disposition of the companys assets that could have material effect on the

financial statements

Because of its inherent limitations internal control over financial reporting may not prevent or detect misstatements

Also projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become

inadequate because of changes in conditions or that the degree of compliance with the policies or procedures

may deteriorate

In our opinion The Estee Lauder Companies Inc and subsidiaries maintained in all material
respects

effective internal

control over financial reporting as of June 30 2012 based on criteria established in Internal ControlIntegrated

Framework issued by the COSO

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United

States the consolidated balance sheets of The Estee Lauder Companies Inc and subsidiaries as of June 30 2012 and

2011 and the related consolidated statements of earnings equity comprehensive income loss and cash flows for each

of the
years

in the three-year period ended June 30 2012 and our report
dated August 17 2012 expressed an unqualified

opinion on those consolidated financial statements

LLP

New York New York

August 17 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders

The Estee Lauder Companies Inc

We have audited the accompanying consolidated balance sheets of The Estee Lauder Companies Inc and subsidiaries

the Company as of June 30 2012 and 2011 and the related consolidated statements of earnings equity comprehensive

income loss and cash flows for each of the years in the three-year period ended June 30 2012 These consolidated

financial statements are the responsibility of the Companys management Our responsibility is to express an opinion on

these consolidated financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board United

States Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement An audit includes examining on test basis evidence supporting

the amounts and disclosures in the financial statements An audit also includes assessing the accounting principles used

and significant estimates made by management as well as evaluating the overall financial statement presentation

We believe that our audits provide reasonable basis for our opinion

In our opinion the consolidated financial statements referred to above present fairly in all material respects the financial

position of The Estee Lauder Companies Inc and subsidiaries as of june 30 2012 and 2011 and the results of their

operations and their cash flows for each of the years in the three-year period ended june 30 2012 in conformity with U.S

generally accepted accounting principles

We also have audited in accordance with the standards of the Public Company Accounting Oversight Board United

States The Estee Lauder Companies Inc and subsidiaries internal control over financial reporting as of June 30 2012

based on criteria established in Internal ControlIntegrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission COSO and our report dated August 2012 expressed an unqualified

opinion on the effectiveness of the Companys internal control over financial reporting

The Company changed its methods of accounting for business combinations and non-controlling interests in the year

ended June 30 2010

LCP

New York New York

August 17 2012
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STOCKHOLDER INFORMATION

Company Headquarters

The Estee Lauder Companies Inc

767 Fifth Avenue New York New York 10153

212-572-4200

Stockholder Information

Stockholders may access Company information including

summary of the latest financial results 24 hours day

by dialing our toll-free information line 800-308-2334

Company news releases are available online at

www.elcornpanies corn

Investor Inquiries

We welcome inquiries from investors securities analysts

and other members of the professional financial commu

nity Please contact the Investor Relations Department in

writing at the Companys headquarters or by telephone at

212-572-4384

Annual Report on Form 10-K

If you would like copy of the Companys Annual Report

on Form 10-K as filed with the Securities and Exchange

Commission please call the toll-free information line

800-308-2334 or write to the Investor Relations Depart

ment at the Companys headquarters Our Form 10-K is

also available on our website at www.elcornpanies.corn as

well as at the Securities and Exchange Commission

website at wwwsec.gov

Common Stock Information

The Class Common Stock of The Estee Lauder Com

panies Inc is listed on the New York Stock Exchange with

the symbol EL

September 30 $54.39 $42.83 $43.92

December31 60.37 40.76 56.16

March 31 63.92 54.00 61.94

June30 65.60 51.82 54.12

Dividends

Dividends on the common stock are expected to be

paid annually following the declaration by the Board of

Directors The last annual dividend was $.525 per
share

and was paid in December 2011

Annual Meeting

The Companys Annual Meeting of Stockholders will be

held on Friday November 2012 at 1000 a.m at

Essex House

160 Central Park South

New York New York 10019

Attendance at the Annual Meeting will require an

admission ticket

Stockholder Services

Computershare Shareowner Services is the Companys

transfer agent and registrar Please contact Computer-

share directly with all inquiries and requests to

Change the name address or ownership of stock

Replace lost certificates or dividend checks

Obtain information about dividend reinvestment direct

stock purchase or direct deposit of dividends

Computershare Shareowner Services

P.O Box 358015

Pittsburgh PA 152 52-8015

888-860-6295

www cpushareownerservices corn

Corporate Responsibility Report

At The Estee Lauder Companies our success relies on

continuing our mission of Bringing the Best to Everyone

We Touch and Being the Best in Everything We Do

This philosophy guides our efforts around the environ

ment natural resources caring for our employees and con

tributing to the well-being of communities where we work

We have recently published our third
corporate respon

sibility report which describes our progress
and per

formance in these areas We use the Global Reporting

Initiative guidelines to ensure we cover the main issues of

interest to our stakeholders

Learn more about our Companys and our brands

commitment to corporate responsibility in our

2010 CR report http//www.elcompanies.com/Pagesi

Corpora te-Responsibility.aspx

An updated report will be available at the same link in

Fall 2012

Fiscal 2012

Quarter Ended

Market Price of Common Stock

High Low Close
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Performance Graphs

The following graphs compare the cumulative five- and seventeen-year total stockholder return stock price appreciation

plus dividends on the Companys Class Common Stock with the cumulative total return of the SP 500 Index and

market weighted index of publicly traded peer group The returns are calculated by assuming an investment of

$100 in the Class Common Stock and in each index on June 30 2007 for the five-year graph and November 16 1995

the Companys initial public offering date for the seventeen-year graph The publicly traded companies included in the

peer group are Avon Products Inc Beiersdorf AG LOreal S.A LVMH Moºt Hennessy Louis Vuitton S.A The Procter

Gamble Company and Shiseido Company Ltd
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Trademarks

The Estee Lauder Companies Inc and its subsidiaries own

numerous trademarks Those appearing in the text in this

report
include

Advanced Night Repair American Beauty Perfect

World Aramis Aveda Bb ColorMinded Bb Straight

Be Legendary Bobbi Brown Bobbi Brown LongWear

Bumble and bumble Calyx Chubby Stick Clinique

CrŁme de Ia Mer CrŁme Soyeuse de La Mer Darphin

Double Wear Equinol Estee Lauder Estee Lauder

Beautiful Estee Lauder pleasures Estee Lauder Wood

Mystique Even Better Even Better Clinical Eyliplex-2

Flirt Flirt Big Flirt GoodSkin Labs Grassroots Research

Labs Grassroots Ideal Resource Idealist IntuiGen

Technology Invati Jo Malone Jo Malone London

Jo Malone London crŁme and black box Jo Malone Wild

Bluebell Lab Series Lab Series Max LS La Mer MAC
MAC AIDS Fund MAC Zoom Waterfast Lash

Matchmaster Mega-Bright Mineralize Moisture Surge

Intense Ojon Origins Perfume Calligraphy by Aramis

Photo Op Powered by Nature Proven by Science

Prescriptives Pure Color Quickliner Rare Blend Oil

Revitalizing Supreme Smashbox Surf Spray Tri-Aktiline

VIVA GLAM Youth-full and Z-Pore

Coach Coach Poppy Coach Poppy Flower Coach

Poppy Blossom and Coach Signature Rose DOr are

licensed trademarks from Coach Services Inc Dr Andrew

Weil is licensed trademark from Well Lifestyle LLC

DKNY DKNY Be Delicous Donna Karan Donna Karan

New York and Donna Karan Cashmere Mist are all

licensed trademarks from Donna Karan Studio LLC Kiton

is licensed trademark from Ciro Paone S.p.A Marni is

licensed trademark from Marni International S.A Michael

Kors and Michael Kors Gold Rose are licensed trademarks

from Michael Kors LLC Tom Ford Tom Ford Black Orchid

Tom Ford Neroli Portofino Tom Ford Private Blend

and Tom Ford Sahara Noir are licensed trademarks from

001 Corporation Tommy Tommy Hilfiger HILFIGER Man

and Tommy Girl are licensed trademarks from Tommy

Hilfiger Licensing LLC Tory
Burch is licensed trademark

from Tory Burch LLC Zegna and Ermenegildo Zegna

are licensed trademarks from Consitex S.A
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THE ESTEE LAUDER COMPANIES INC 2012 ANNUAL REPORT ENVIRONMENTAL FIGURES

The Estee Lauder Companies Inc 2012 Annual Report is printed on paper that is made with certified renewable electricity

and is Forest Stewardship Council FSC Certified ensuring all papers come from responsibly managed forests

Paper used in the financial section is made with 100% post-consumer recycled fiber PCRF Green SeaITM Certified and

Carbon Neutral Plus all of which ensure reduction in carbon emissions and demonstrate commitment to conserve

the environment

The coated paper in the Annual Report is Elemental Chlorine Free ECF technique that uses chlorine dioxide for the

bleaching of wood pulp It does not use elemental chlorine gas during the bleaching process and prevents the formation

of dioxin The paper made with 100% PCRF is Processed Chlorine Free PCG recycled paper in which the recycled

content is unbleached or bleached without chlorine or chlorine derivatives

Combined savings from using 7800 lbs of paper made with 100% PCRF and 12800 lbs of
paper

made with

20% PCRF to produce this report

38129 lbs wood total of 17 trees which supply enoLigh oxygen for 59 people annually

24 trees PCRF displaces wood fiber with savings translated as trees

Assumes mix of hardwooctx and sottwoods to in diameter arid 4C tall

53757 gal water Enough water to take 3227 eight-minute showers

10923 gal waste water PCRF content eliminates wastewater produced by processing equivalent virgin fiber

Swimming pools Olympic-si7ed swimming pool
holds 660430 gallons

720 lbs solid waste PCRF content eliminates solid waste generated through the pulp and paper

manufacturing process

Garbage trucks tully loaded garbage truck weighs an average of 28000 lbs

3241 lbs solid waste Solid waste trash thrown away by 723 people in single day

9.7 million BTU PCRF content displaces energy used to process equivalent virgin fiber

Homes per year
-The average US household uses Pt million BTUs of energy in year

37 mm BTUs
energy Enough energy to power an average American household for 148 days

11953 lbs emissions Carbon sequestered by 94 tree seedlings grown for years

Reduction of emissions derived from using paper
made with 100% renewable energy

8194 lbs Combined amount of C02 S02 and NOx not emitted

10045 lbs Greenhouse Gas Reduction PCRF content reduces greenhouse gas emissions measured

0.9 cars/year in C02 equivalents that would be generated by equivalent virgin fiber production

Purchasing green power significantly reduces greenhouse gas emissions as well

Cars
per year the average car emits tt0t3 pounds of C02 in year

Savings of these greenhouse gas emissions are equivalent to

4271.49 hours Number of kilowatt-hours of electricity offset by

55 www.tsc.org

MIX

1087 hours Total continuous electricity used by single-family home
responsible sources

5071 lbs Amount of waste recycled instead of disposed in landfills
FS C020268

Sandy Alexander Inc an ISO 140012004 certified printer with FSCx Chain-of-Custody Certification printed this report

with the use of 100% certified renewable wind power sources which benefit the environment by preventing emissions

of greenhouse gases

Reduction of emissions from printing using wind-generated electricity

4171 40 lbs nsf Cfl nest nsmttpd

This amount of wind-generated electricity is equivalent to
Sandy Alexander

3619 miles not driven in an automobile or 284 trees being planted loo%windenergy
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NOTICE IF YOU PLAN TO ATTEND THE 2012 ANNUAL MEETING
PLEASE CHECK THE BOX ON THE REVERSE SIDE

AN ADMISSION TICKET WILL BE MAILED TO YOU

NO ADMISSION WILL BE GRANTED WITHOUT AN ADMISSION TICKET

ESTEE

LAUDER
COMPANIES

The Estee Lauder Companies Inc

Annual Meeting of Stockholders

November 2012 1000 a.m local time

JW Marriott Essex House New York

Grand Salon

160 Central Park South

New York New York

Choose MLink5M for fast easy and secure 24/7 online access to your future

proxy materials investment plan statements tax documents and more Simply

log on to Investor ServiceDirecte at http//www.cDushareownerservices.com/

where step-by-step instructions will prompt you through enrollment

Important notice regarding the Internet availability of proxy materials for the Annual Meeting of

Stockholders The Proxy Statement and the 2012 Annual Report to Stockholders are available at

httD//shareowner.mobular.netlshareowner/eI

FOLDAND DETACH HERE

THE ESTEE LAUDER COMPANIES INC

PROXY CLASS COMMON STOCK

ANNUAL MEETING OF STOCKHOLDERS

THIS PROXY IS SOLICITED BY THE BOARD OF DIRECTORS

The undersigned revoking all previous proxies hereby constitutes and appoints Fabrizio Freda Sara Moss
and Spencer Smul and each of them proxies with full power of substitution to vote for the undersigned all

shares of Class Common Stock of The Estee Lauder Companies Inc the Company which the undersigned

would be entitled to vote if personally present at the Annual Meeting of Stockholders to be held on November

2012 at the JW Marriott Essex House New York Grand Salon 160 Central Park South New York New York at

1000 a.m local time and at any adjournment thereof upon the matters described in the accompanying Proxy

Statement and upon any other business that may properly come before the meeting or any adjournment thereof

Said proxies are directed to vote or refrain from voting as checked on the reverse side upon the matters listed on

the reverse side and otherwise in their discretion

Address Change/Comments
Mark the corresponding box on the reverse side

SHAREOWNER SERVICES

P.O BOX 3550

SOUTH HACKENSACK NJ 07606-9250

WOt Fultillment

Continued and to be marked dated and signed on the other side 30250 30748



YOUR VOTE IS IMPORTANT PLEASE VOTE TODAY

We encourage you to take advantage of Internet or telephone voting
Both are available 24 hours day days week

Internet and telephone voting are available through 1159 PM Eastern Time the day prior to the stockholder meeting date

INTERNET

http//www.proxyvoting.com/el

Use the Internet to vote your proxy
Have your proxy card in hand when you

access the website

ESTEE
OR

LAUDER TELEPHONE

COMPANIES 1-866-540-5760

Use any touch-tone telephone to vote

your proxy Have your proxy card in

hand_when you call

If you vote your proxy by Internet or by telephone

you do NOT need to mail back your proxy card

To vote by mail mark sign and date your proxy card

and return it in the enclosed postage-paid envelope

Your Internet or telephone vote authorizes the

named proxies to vote your shares in the same

manner as if you marked signed and returned your

proxy card

WO Futfillment

30250 30748

FOLDAND DETACH HERE

This proxy when properly executed will be voted as directed herein If no direction is given this proxy will be voted in accordance Please mari your votes as

with the recommendations of the Companys Board of Directors FOR ALL nominees in Item FOR Item FOR Item and indicated in this example

FOR Item and in the discretion of the proxy holders upon such other business as may properly come before the meeting or any

adjournment thereof

FOR WiTHHOLD EXCEPTiONS

ALL FOR ALL FOR AGAINST ABSTAIN

Item Election of five Class Item Advisory vote to approve executive compensation

Nominees

01 Rose Marie Bravo
FOR AGAINST ABSTAIN

02 Paul Fribourg

03 Mellociy Hobson Item Amendment to the Certificate of Incorporation to

04 lrine Hockaday Jr increase the number of authorized common shares

05 Barry Sternlicht

INSTRUCTIONS To withhold authority to vote for any individual nominee mark the FOR AGAINST ABSTAIN

Exceptions box above and write that nominees name in the space provided below

Item Ratification of appointment of KPMG LLP as

Exceptions
independent auditors for the 2013 fiscal year

________ WILL A1TEND

plan to attend the Mark Here for Address

Annual Meeting Change or Comments

SEE REVERSE

Please mark date and sign exactly as your name appears hereon and return in the enclosed envelope If

acting as executor administrator trustee guardian etc you should so

indicate when signing If the signer is corporation please sign the full corporate name by duly authorized officer If shares are held iointly each stockholder named should sign

Signatures of Stockholders ________________________________________
Title

___________________________________
Date ___________ 2012



The Estee Lauder Companies Inc

767 Fifth Avenue

New York NY 10153

ESTEE

William Lauder LAU ER
Executive Chairman COMPANIES

September 25 2012

Dear Fellow Stockholder

You are cordially invited to attend the Annual Meeting of Stockholders It will be held in New

York City on Friday November 2012 at 1000 a.m local time at the JW Marriott Essex House New

York where we will ask you to vote on the election of five nominees as director to serve until the 2015

Annual Meeting of Stockholders to vote to approve executive compensation on an advisory basis to

approve an amendment to the Certificate of Incorporation to increase the number of authorized

common shares and to vote on the ratification of the Audit Committees appointment of KPMG LLP

as independent auditors for the 2013 fiscal year

Please vote your shares using the Internet or telephone or by requesting printed copy of the

proxy materials and completing and returning by mail the proxy card you will receive in response to

your request Instructions on each of these voting methods are outlined in the enclosed Proxy

Statement Please vote as soon as possible

look forward to seeing you at the Annual Meeting

YOUR VOTE IS IMPORTANL PLEASE PROMPTLY SUBMIT YOUR PROXY
BY INTERNET TELEPHONE OR MAIL

sG

ngton DC

403



THE ESTEE LAUDER COMPANIES INC

767 Fifth Avenue

New York New York 10153

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

Date and Time

Friday November 2012 at 1000 a.m local time

Place

JW Marriott Essex House New York

Grand Salon

160 Central Park South

New York NY

Items of Business

To elect the five nominees as director to serve until the 2015 Annual Meeting of

Stockholders

To provide an advisory vote to approve executive compensation

To approve an amendment to the Certificate of Incorporation to increase the number

of authorized common shares and

To ratify the Audit Committees appointment of KPMG LLP as independent auditors

for the 2013 fiscal year

We also will transact such other business as may properly come before the meeting and any

adjoumments or postponements of the meeting

By Order of the Board of Directors

SPENCER SMUL
Senior Vice President

Deputy General Counsel

and Secretary

New York New York

September 25 2012

THE BOARD OF DIRECTORS URGES YOU TO VOTE BY THE INTERNET OR BY

TELEPHONE OR BY REQUESTING PRINTED COPY OF THE PROXY MATERIALS AND

COMPLETING AND RETURNING BY MAIL THE PROXY CARD YOU WILL RECE1VE IN

RESPONSE TO YOUR REQUEST

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROXY MATERIALS FOR THE

2012 ANNUAL MEETING OF STOCKHOLDERS TO BE HELD ON NOVEMBER 2012 The

Companys Proxy Statement for the 2012 Annual Meeting of Stockholders and the Annual Report to

Stockholders for the fiscal year ended June 30 2012 are available at http//www.ProXVVOtiflg.COmIel
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THE ESTEE LAUDER COMPANIES INC

767 Fifth Avenue

New York New York 10153

September 25 2012

PROXY STATEMENT

FOR ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD NOVEMBER 2012

Annual Meeting and Voting

This Proxy Statement is furnished in connection with the solicitation of proxies on behalf of the Board

of Directors of The Estee Lauder Companies Inc the Company we or us Delaware

corporation to be voted at the Annual Meeting of Stockholders to be held in the Grand Salon at the

JW Marriott Essex House New York 160 Central Park South New York New York on Friday

November 2012 at 1000 a.m local time and at any adjournment or postponement of the meeting

The approximate date on which this Proxy Statement and form of proxy are first being sent or given to

stockholders or being made available through the Internet for those stockholders receiving their proxy

materials electronically is September 28 2012

Admission to the Meeting

Admission to the meeting will require ticket If you are stockholder of record and plan to attend

please check the appropriate box on the proxy card or so indicate when you vote by telephone or the

Internet and an admission ticket will be mailed to you If you are stockholder whose shares are held

through an intermediary such as bank or broker and you plan to attend please request an admission

ticket by writing to the Investor Relations Department at The Estee Lauder Companies Inc 767 Fifth

Avenue New York New York 10153 Evidence of your ownership of shares of our Common Stock on

September 11 2012 the Record Date which you can obtain from your bank broker or other

intermediary must accompany your letter

Who May Vote

Only stockholders of record of shares of Class Common Stock and Class Common Stock at the

close of business on the Record Date are entitled to vote at the Annual Meeting or at any adjournment

or postponement of the meeting Each owner of record of Class Common Stock on the Record Date

is entitled to one vote for each share of Class Common Stock so held Each owner of record of

Class Common Stock on the Record Date is entitled to ten votes for each share of Class Common

Stock so held On September 11 2012 there were 237683428 shares of Class Common Stock and

149778082 shares of Class Common Stock issued and outstanding

Why did receive notice in the mail regarding the Internet availability of the proxy materials instead

of paper copy of the proxy materials

In accordance with rules adopted by the Securities and Exchange Commission the SEC we have

elected to furnish to our stockholders this Proxy Statement and our Fiscal 2012 Annual Report by

providing access to these documents on the Internet rather than mailing printed copies Accordingly

Notice of Internet Availability of Proxy Materials the Notice is being mailed to our stockholders of

record and beneficial owners other than those who previously requested printed copies or electronic

delivery of our proxy materials which will direct stockholders to website where they can access our

proxy materials and view instructions on how to vote online or by telephone If you would prefer to

receive paper copy of our proxy materials please follow the instructions included in the Notice



How do cast my vote if am stockholder of record

If you are stockholder of record which means your shares are registered directly in your name with

the Companys transfer agent Computershare Shareowner Services or you have physical stock

certificate you can vote your shares in one of two ways either by proxy or in person at the Annual

Meeting If you choose to vote by proxy you may do so by using the Internet or the telephone or by

requesting printed copy of our proxy materials and completing and returning by mail the proxy card

you will receive in response to your request

Whichever method you use each valid proxy received in time will be voted at the Annual Meeting in

accordance with your instructions To ensure that your proxy is voted it should be received by the close

of business on November 2012 If you submit proxy without giving instructions your shares will be

voted as recommended by the Board of Directors

How do cast my vote if my shares are held in street name

If you are beneficial owner of shares held in stock brokerage account or by bank or other

nominee i.e in street name you are invited to attend the Annual Meeting However since you are

not stockholder of record you may not vote these shares in person at the Annual Meeting unless you

bring with you legal proxy from the stockholder of record legal proxy may be obtained from your

broker bank or nominee

If you do not wish to vote in person or you will not be attending the Annual Meeting you may vote

over the Internet by following the instructions provided in the Notice or if you requested to receive

printed proxy materials you will receive voting instructions from your broker bank or nominee

describing the available processes for voting your stock

If your shares are held for you by broker your broker must vote those shares in accordance with

your instructions If you do not give voting instructions to your broker your broker may vote your

shares for you on any discretionary items of business to be voted upon at the Annual Meeting such as

the ratification of the appointment of KPMG LLP Item

Important Consideration for street name holders You must instruct your broker if you want your
shares to be counted in the election of directors at the Annual Meeting Item the advisory vote to

approve executive compensation Item and the approval of an amendment to the Certificate of

Incorporation to increase the number of authorized common shares Item New York Stock

Exchange rules prevent your broker from voting your shares on these matters without your instructions

Please follow the instructions provided by your broker so that your vote can be counted

May change my vote

All proxies delivered pursuant to this solicitation are revocable at any time before they are exercised at

the option of the persons submitting them by giving written notice to the Secretary of the Company at

the mailing address set forth below by submitting later-dated proxy either by mail telephone or the

Internet or by voting in person at the Annual Meeting The mailing address of our principal executive

offices is 767 Fifth Avenue New York New York 10153

What constitutes quorum

The holders of majority of the votes entitled to be cast by the stockholders entitled to vote generally

present in person or by proxy shall constitute quorum for the transaction of business at the Annual

Meeting Abstentions broker non-votes and votes withheld are included in the count to determine

quorum



What if quorum is not represented at the Annual Meeting

In the event that quorum does not exist the Executive Chairman or the holders of majority of the

votes entitled to be cast by the stockholders who are present
in person or by proxy may adjourn the

meeting At such adjourned meeting at which quorum may be present any business may be

transacted which might have been transacted at the meeting as originally called

How many votes are required to approve proposal

Directors Item will be elected by plurality of the votes cast by the holders of the shares of

Class Common Stock and Class Common Stock voting in person or by proxy at the Annual

Meeting Shares present at the Annual Meeting that are not voted for particular nominee broker

non-votes or shares present by proxy where the stockholder withholds authority to vote for the nominee

will not be counted toward the nominees achievement of plurality The advisory vote to approve

executive compensation Item and the ratification of the appointment of KPMG LLP Item

requires the affirmative vote of majority of the votes cast For and Against each proposal by

holders of Class Common Stock and Class Common Stock voting in person or by proxy at the

Annual Meeting Abstentions and broker non-votes while not counted as votes cast for the proposals

in Items and will have the practical effect of reducing the number of votes in favor of such

proposals Under Delaware law and our Certificate of Incorporation approval of the amendment to the

Certificate of Incorporation to increase the number of authorized common shares Item requires

votes cast For the proposal from holders of majority of the voting power of all the outstanding

shares of Class Common Stock and Class Common Stock Accordingly abstentions and broker

non-votes will have the same effect as votes Against this proposal

The advisory vote to approve executive compensation Item is not binding on the Company

However the Compensation Committee and the Stock Plan Subcommittee which are responsible
for

designing and administering the Companys executive compensation program value the opinions

expressed by stockholders and will consider the outcome of the vote when making future compensation

decisions

How will my shares be voted

All proxies properly submitted pursuant to this solicitation and not revoked will be voted at the Annual

Meeting in accordance with the directions given In the election of directors to serve until the Annual

Meeting of Stockholders in 2015 Item stockholders may vote in favor of all nominees or withhold

their votes as to any or all nominees Regarding the advisory vote to approve executive compensation

Item the amendment to the Certificate of Incorporation to increase the number of authorized

common shares Item and the ratification of the appointment of KPMG LLP Item stockholders

may vote in favor of the proposal may vote against the proposal or may abstain from voting

Stockholders should specify their choices on the enclosed proxy card or pursuant to the instructions

thereon for telephone or Internet voting If no specific
choices are indicated the shares represented by

properly submitted proxy will be voted

FOR the election of ALL nominees as director

FOR the advisory resolution to approve executive compensation

FOR the amendment to the Certificate of Incorporation to increase the number of authorized

common shares and

FOR the ratification of the appointment of KPMG LLP as independent auditors

If you have returned your signed and completed proxy card and other matters are properly presented

at the Annual Meeting of Stockholders for consideration the proxy holders appointed by the Board of



Directors the persons named in your proxy card if you are stockholder of record will have the

discretion to vote on those matters for you

Who will count the vote

Representatives of Computershare Shareowner Services will tabulate the votes and act as inspectors of

election

May see list of stockholders entitled to vote as of the Record Date

list of registered stockholders as of the close of business on September 11 2012 will be available for

examination by any stockholder for any purpose germane to the meeting during normal business hours
from October 31 2012 through November 2012 at the office of Spencer Smul Senior Vice

President Deputy General Counsel and Secretary of the Company at 767 Fifth Avenue New York
New York 10153

Can access the Notice of Annual Meeting Proxy Statement Annual Report and Form 10-K on the

Internet

Our Proxy Statement including Notice of Annual Meeting and Fiscal 2012 Annual Report to

Stockholders are available at htty//wwwyroxyvotjng corn/el

These proxy materials are also available along with the Annual Report on Form 10-K for the fiscal

year ended June 30 2012 in Financial Reports of the Investor Relations section of our website at

www.elcornpanies.com Instead of receiving future copies of our Notice of Annual Meeting Proxy
Statement Annual Report and Form 10-K by mail most stockholders can elect to receive an email that
will

provide electronic links to these documents Opting to receive your proxy materials online will save

us the cost of producing and mailing documents to your home or business and will also give you an
electronic link to the proxy voting site

Stockholders of record can enroll in Investor ServiceDirectT1 at wwwcpushareowrzerservjces.corn for

online access to future proxy materials

If you hold your shares in bank or brokerage account you also may have the opportunity to receive

copies of these documents electronically Please check the information provided in the proxy materials

mailed to you by your bank or broker regarding the
availability of this service



Board of Directors

ELECTION OF DIRECTORS

Item

Currently the Board of Directors is comprised of fifteen directors The directors are divided into

three classes each serving for period of three years

The stockholders elect one class of the members of the Board of Directors annually The directors

whose terms will expire at the 2012 Annual Meeting of Stockholders are Rose Marie Bravo Paul

Fribourg Mellody Hobson Irvine Hockaday Jr and Barry Sternlicht each of whom has been

nominated to stand for re-election as director at the 2012 Annual Meeting to hold office until the

2015 Annual Meeting and until his or her successor is elected and qualified
In the unanticipated event

that one or more of these nominees is unable or declines to serve for any reason the Board of

Directors may reduce the number of directors or take action to fill the vacancy or vacancies

The Board recommends vote FOR each nominee as director to hold office until the 2015 Annual

Meeting Proxies received by the Board will be so voted unless contrary choice is specified in the proxy

NOMINEES FOR ELECTION TO TERM EXPIRING 2015 CLASS

Rose Marie Bravo

CBE

Director since 2003

Age 61

Ms Bravo is retail and marketing consultant She was

Vice Chairman of Burberry Group Plc from July 2006 to

July 2007 Prior to that she was Burberrys Chief Executive

from 1997 to July 2006 Prior to her appointment at

Burberry Ms Bravo was President of Saks Fifth Avenue

from 1992 with responsibility for merchandising marketing

and product development From 1974 to 1992 Ms Bravo

held number of positions at R.H Macy Co
culminating as Chairman and Chief Executive Officer of

the U.S retailer Magnin from 1987 to 1992 Ms Bravo

is member of the Board of Directors of Tiffany Co

since October 1997 member of the Compensation

Committee and Nominating/Corporate Governance

Committee Williams-Sonoma member of the

Compensation Committee Inc since June 2011 and

Phoenix House Foundation

Ms Bravo is member of the Compensation Committee

and Stock Plan Subcommittee



Paul Fribourg

Director since 2006

Age 58

Mellody Hobson

Director since 2005

Age 43

Mr Fribourg is the Chairman and Chief Executive Officer

of Continental Grain Company which is an international

agribusiness and investment company with investments in

the poultry and pork businesses since July 1997

Mr Fribourg joined Continental Grain Company formerly

known as ContiGroup Companies Inc in 1976 and

worked in various positions there with increasing

responsibility in both the United States and Europe
Mr Fribourg has been director of Loews Corporation

since 1997 Lead Independent Director Chairman of the

Nominating and Governance Committee and member of

the Audit Committee and Compensation Committee

Burger King Holdings Inc since 2010 member of the

Audit Committee and Apollo Global Management LLC
since 2011 member of the Conflicts Committee He also

serves as member of Rabobanks International North

American Agribusiness Advisory Board He has been

member of the Council on Foreign Relations since 1985

Mr Fribourg also served on the Board of Directors of

Premium Standard Farms Inc from 1998 to 2007 and

Smithfield Foods Inc from 2007 to 2009

Mr Fribourg is member of the Audit Committee the

Compensation Committee and the Stock Plan

Subcommittee

Ms Hobson serves as the President of Ariel Investments

Chicago-based investment management firm and adviser to

the mutual funds offered by the Ariel Investment Trust

since 2000 and as President and Director of its governing

member Ariel Capital Management Holdings Inc She also

serves as President since 2002 and Chairman of the

Board of Trustees Chairman since 2006 trustee since

1993 of the Ariel Investment Trust registered investment

company Ms Hobson has served as director of

DreamWorks Animation SKG Inc since 2004 Chairman
of the Compensation Committee and member of the

Nominating and Governance Committee Starbucks

Corporation since 2005 Vice-Chairman of the Audit and

Compliance Committee and Groupon Inc since 2011 She

also works with variety of civic and professional

institutions including serving as board member of the Field

Museum the Chicago Public Education Fund and the

Sundance Institute

Ms Hobson is member of the Audit Committee



Irvine Hockaday Jr

Director since 2001

Age 76

Barry Sternlicht

Director since 2004

Age 51

Mr Hockaday is the former President and Chief Executive

Officer of Hallmark Cards Inc He retired in December

2001 Prior to joining Hallmark in 1983 he was President

and Chief Executive Officer of Kansas City Southern

Industries Inc Mr Hockaday was member of the

Hallmark Board of Directors from 1978 until January 2002

He has been director of the Ford Motor Company since

1987 Presiding Independent Director member of the

Audit Committee and Nominating and Governance

Committee and Crown Media Holdings Inc since May

2000 He has also served on the Board of Directors of

Aquila Inc from 1995 to 2008 Dow Jones

Company Inc from 1990 to 2007 and Sprint Nextel

Corporation from 1997 to 2009

Mr Hockaday is Presiding Director and Chair of the Audit

Committee

Mr Sternlicht is Chairman and Chief Executive Officer of

Starwood Capital Group private real estate investment

firm he formed in 1991 Mr Sternlicht is also Chairman

and Chief Executive Officer of Starwood Property

Trust Inc since 2009 which is focused on originating

investing in financing and managing commercial mortgage

debt instruments From October 2004 until May 2005 he

was Executive Chairman of Starwood Hotels Resorts

Worldwide Inc company which he formed in 1995 and

of which he was Chairman and Chief Executive Officer

from 1995 until October 2004 Mr Sternlicht is Chairman

of the Board of SociØtØ du Louvre Baccarat and

Mammoth Mountain and he serves on the boards of

Riviera Holdings Corporation since April 2011 Ellen Tracy

Field Stream the Pension Real Estate Association and

Starwood Capital Group affiliates Mr Sternlicht was also

director of Granahan McCourt Acquisition Corporation

from 2006 to 2008 Mr Sternlicht is trustee of Brown

University and serves on the boards of numerous civic

organizations and charities including Robin Hood the

Dreamland Film and Performing Arts Center the Juvenile

Diabetes Research Foundation Internationals National

Leadership Advocacy Program and the Business

Committee for the Arts Inc Mr Sternlicht is member of

the Real Estate Roundtable the Committee to Encourage

Corporate Philanthropy the Young Presidents Organization

and the Urban Land Institute

Mr Sternlicht is member of the Compensation

Committee and Stock Plan Subcommittee



INCUMBENT DIRECTORS TERM EXPIRING 2013 CLASS II

Aerin Lauder

Director since 2004

Age 42

William Lauder

Director since 1996

Age 52

Ms Lauder is the Creative Director and Chairman for

Aerin LLC luxury lifestyle brand that she formed in

April 2011 She also serves as Style and Image Director for

the Estee Lauder brand From July 2004 through April

2011 Ms Lauder was Senior Vice President Creative

Director for the Estee Lauder brand From April 2001

through June 2004 she was Vice President of Global

Advertising for the brand From 1997 through April 2001
she was Executive Director Creative Marketing helping to

define and enhance the Estee Lauder brand image From

1995 to 1997 she was Director Creative Product

Development for the Estee Lauder brand Ms Lauder

joined the Company in 1992 as member of the

Prescriptives marketing team She is member of the

Education Committee for the Board of Trustees at The

Metropolitan Museum of Art and is member of the

International Council of the Museum of Modern Art She

is also actively involved in the Neue Galerie museum

founded in 2001 dedicated to German and Austrian art

from the early 201h century

Mr Lauder is Executive Chairman of the Company and in

such role he is Chairman of the Board of Directors He

was Chief Executive Officer of the Company from March

2008 through June 2009 and President and Chief Executive

Officer from July 2004 through February 2008 From

January 2003 through June 2004 he was Chief Operating

Officer From July 2001 through 2002 he was Group
President responsible for the worldwide business of the

Clinique and Origins brands and the Companys retail store

and online operations From 1998 to 2001 he was President

of Clinique Laboratories LLC Prior to 1998 he was

President of Origins Natural Resources Inc and he had

been the senior officer of that division since its inception in

1990 Prior thereto he served in various positions since

joining the Company in 1986 He is member of the Board

of Directors of Jarden Corporation since June 2011

member of the Nominating and Policies Committee
Chairman of the Board of the Fresh Air Fund member

of the Boards of Trustees of The University of Pennsylvania

and The Trinity School in New York City and the Boards of

Directors of the 92 Street the Partnership for New
York City and the Advisory Board of Zelnick Media He

was also director of GLG Partners Inc from July 2006 to

October 2010 and True Temper Sports Inc from 2004 to

2009

Mr Lauder is member of the Nominating and Board

Affairs Committee



Richard Parsons

Director since 1999

Age 64

Mr Parsons is senior advisor to Providence Equity

Partners LLC since 2009 From 1996 until 2012 he was

director of Citigroup Inc member of the Personnel and

Compensation Committee and the Nominating and

Governance Committee and served as its Chairman from

February 2009 to April 2012 From May 2003 until his

retirement in December 2008 he served as Chairman of

the Board of Time Warner Inc From May 2002 until

December 2007 he served as Chief Executive Officer of

Time Warner Inc From January 2001 until May 2002 he

was Co-Chief Operating Officer of AOL Time Warner

From 1995 until the merger with America On-Line Inc he

was President of Time Warner Inc From 1990 through

1994 he was Chairman and Chief Executive Officer of

Dime Bancorp Inc He has been member of the Board

of Madison Square Garden Inc member of the Audit

Committee since February 2010 and has been member

of the Board of Lazard Ltd since June 2012 Among his

numerous community activities he is Chairman of the

Apollo Theatre Foundation and serves on the Boards of

The American Museum of Natural History and The

Museum of Modern Art

Mr Parsons is Chair of the Compensation Committee and

is member of the Nominating and Board Affairs

Committee



Lynn Forester de

Rothschild

Director since 2000

Age 58

Lady de Rothschild has been since June 2002 the Chief

Executive of E.L Rothschild LLC private investment

company with investments in media information

technology agriculture and real estate worldwide Holdings

include The Economist Group UK Weather Central LP

US real estate and financial instruments Lady de

Rothschild has been director of The Economist

Newspaper Limited member of the Audit Committee
since October 2002 and was director of Weather

Central LP from January 2011 to August 2012 From 2004

to 2007 she was also Co-Chair of FieldFresh Pvt Ltd
50-50 joint venture with Bharti Enterprises established to

develop the agricultural sector in India From 1989 to 2002
she was President and Chief Executive Officer of FirstMark

Holdings Inc which owned various telecommunications

companies worldwide She was Executive Vice President for

Development at Metromedia Telecommunications Inc

from 1984 to 1989 and an associate at the law firm of

Simpson Thacher and Bartlett LLP in New York City until

1984 She is co-Chair of the Henry Jackson Initiative for

Inclusive Capitalism and trustee or board member of the

Peterson Institute for International Economics the

American Fund for the Tate FAT Fondo per LAmbiente

Italiano the Outward Bound Trust the ERANDA
Foundation de Rothschild

family foundation the Alfred

Herrhausen Society of International Dialogue of Deutsche

Bank the International Advisory Board of Columbia

University School of Law and the Alzheimer Drug

Discovery Foundation Lady de Rothschild is member of

the Council on Foreign Relations USA Chatham House

UK the International Advisory Council of Asia House

UK the International Institute of Strategic Studies UK
and the Foreign Policy Association USA
Lady de Rothschild is Chair of the Nominating and Board

Affairs Committee

10



Richard Zannino

Director since 2010

Age 53

Mr Zannino is Managing Director at the private equity

firm CCMP Capital Advisors LLC position he has held

since July 2009 He is on the firms Investment Committee

and co-heads the consumer retail and media practices

Prior to joining CCMP Capital he was an independent

retail and media advisor from February 2008 to June 2009

He was Chief Executive Officer and member of the

Board of Directors of Dow Jones Company from

February 2006 until his resignation
in January 2008 shortly

after its acquisition by News Corp Mr Zannino joined

Dow Jones as Executive Vice President and Chief Financial

Officer in February 2001 and was promoted to Chief

Operating Officer in July 2002 From 1998 to 2001 he was

Executive Vice President of Liz Claiborne where he

oversaw the finance administration retail fragrance and

licensing divisions From 1993 to 1998 Mr Zannino was

with Saks Fifth Avenue serving as Vice President and

Treasurer Senior Vice President Finance and Merchandise

Planning and then Executive Vice President and Chief

Financial Officer Mr Zannino has been director of IAC/

InteractiveCorp since June 2009 member of the Audit

Committee and Francescas Holdings Corporation since

February 2010 Chair of the Corporate Governance and

Nominating Committee Mr Zannino also serves on the

Board of Trustees of Pace University

Mr Zannino is member of the Audit Committee

INCUMBENT DIRECTORS TERM EXPIRING 2014 CLASS III

Charlene Barshefsky

Director since 2001

Age 62

Ambassador Barshefsky is Senior International Partner at

the law firm of WilmerHale in Washington D.C Prior to

joining the law firm she was the United States Trade

Representative
from March 1997 to January 2001 and

Deputy United States Trade Representative and Acting

United States Trade Representative
from June 1993 to

March 1997 From February 2001 until July 2001

Ambassador Barshefsky was Public Policy Scholar at the

Woodrow Wilson International Center for Scholars in

Washington D.C Ambassador Barshefsky is also director

of American Express Company since 2001 Chairman of

the Public Responsibility Committee Starwood Hotels

Resorts Worldwide Inc since 2001 Chairman of the

Corporate Governance and Nominating Committee and

member of the Audit Committee and Intel Corporation

since 2004 Chairman of the Finance Committee and

member of the Compliance Committee She is also

member of the Council on Foreign Relations and Trustee

of the Howard Hughes Medical Institute

Ambassador Barshefsky is member of the Nominating

and Board Affairs Committee

11



Wei Sun Christianson

Director since 2011

Age 56

Fabrizio Freda

Director since 2009

Age 55

Ms Christianson is Managing Director and Co-Chief

Executive Officer of Asia Pacific and Chief Executive

Officer of China at Morgan Stanley based in Beijing In

addition to her regional role Ms Christianson is

responsible for all aspects of Morgan Stanleys operations

in China and is member of Morgan Stanleys

Management Committee Prior to rejoining Morgan Stanley
in 2006 she was the Chairman of China for Citigroup

Global Markets Asia Ltd and previously served as

Chairman of China and Country Manager for Credit Suisse

First Boston Ms Christianson held an earlier position at

Morgan Stanley beginning in 1998 as Executive Director

and Beijing Representative She was previously an

Associate Director of the Corporate Finance Department
at the Hong Kong Securities and Finance Commission

SFC where she was instrumental in developing the

regulatory framework for the public listing of Mainland

Chinese securities in Hong Kong She also worked as an

attorney in the New York offices of Orrick Herrington

Sutcliffe LLE Ms Christianson also serves on the Board of

Trustees at Amherst College

Ms Christianson is member of the Nominating and

Board Affairs Committee

Mr Freda has served as President and Chief Executive

Officer of the Company since July 2009 During this period
he has continued to lead the implementation of our

long-term strategy that has resulted in substantial

increase in our market capitalization From March 2008

through June 2009 he was President and Chief Operating
Officer where he oversaw the Clinique Bobbi Brown La

Mer Jo Malone Aveda and Bumble and bumble brands

and the Aramis and Designer Fragrances division He also

was responsible for the Companys International Division

as well as Global Operations Research and Development

Packaging Quality Assurance Merchandise Design
Corporate Store Design and Retail Store Operations Prior

to joining the Company Mr Freda served in number of

positions of increasing responsibility at The Procter

Gamble Company PG where he was responsible for

various operating marketing and key strategic efforts for

over 20 years From 2001 through 2007 Mr Freda was

President Global Snacks at PG Mr Freda also spent

more than decade in the Health and Beauty Care division

at PG From 1986 to 1988 he directed marketing and

strategic planning for Gucci SpA Beginning in October

2012 Mr Freda will join the Board of Directors of

BlackRock Inc

12



Jane Lauder

Director since 2009

Age 39

Leonard Lauder

Director since 1958

Age 79

Ms Lauder has served as Global President General

Manager of the Origins and Ojon brands since July 2010

From July 2008 until July 2010 she was Senior Vice

President/General Manager of the Origins brand From July

2006 until July 2008 she was Senior Vice President Global

Marketing for Clinique From 2003 through July 2006

Ms Lauder was Vice President of Marketing for

BeautyBank where she spearheaded the creation and

launch of the skin care and cosmetics line American

Beauty as well as Flirt From 2001 through 2003 she was

Vice President of Marketing for the stila brand

Ms Lauder began her career with the Company in 1996 at

Clinique

Mr Lauder is Chairman Emeritus of the Company He was

Chairman of the Board of Directors from 1995 through

June 2009 and served as the Companys Chief Executive

Officer from 1982 through 1999 and President from 1972

until 1995 Mr Lauder formally joined the Company in

1958 after serving as an officer in the United States Navy

Since joining he has held various positions including

executive officer positions
other than those described

above He is Chairman Emeritus of the Board of Trustees

of the Whitney Museum of American Art Charter

Trustee of The University of Pennsylvania Trustee of The

Aspen Institute and the co-founder and director of the

Alzheimers Drug Discovery Foundation He also served as

member of the White House Advisory Committee on

Trade Policy and Negotiations under President Reagan

13



Ownership of Shares

The following table sets forth certain information
regarding the beneficial ownership of the

Companys Class Common Stock and Class Common Stock as of September 11 2012 by each

person known by the Company to own beneficially more than 5% of the outstanding shares of either

Class Common Stock or Class Common Stock ii each of the Companys directors or nominees
iii each of the current or former executive officers whose names appear in the Summary
Compensation Table and iv all directors and executive officers as group Except as set forth in the

notes to the table the business address of each 5% stockholder is 767 Fifth Avenue New York New
York 10153 The share amounts reported in the table and the accompanying notes reflect the

two-for-one stock split of the Companys Class and Class Common Stock that was effective

January 20 2012 As described in the notes to the table certain named beneficial owners share voting

and/or investment power with respect to certain shares of common stock Consequently such shares

are shown as beneficially owned by more than one person

Class Class Voting

Common Stock Common Stock Power

Name of Beneficial Owner Number Number

Leonard Lauder 34 3601338 1.5% 0.2%
Joel Ehrenkranz and George Schiele as

trustees of the Evelyn Lauder 2011 Marital

Trust 35 90659684 60.5% 52.2%
Ronald Lauder 36 149691 0.1% 11335340 7.6% 6.5%
William Lauder 37 2325019 1.0% 7793904 5.2% 4.6%
Gary Lauder 38 703490 0.3% 1314044 0.9% 0.8%
Aerin Lauder 39 1692 16234786 10.8% 9.4%
Jane Lauder 310 52242 4810594 3.2% 2.8%
Richard Parsons individually and as

trustee 311 50723 23708628 15.8% 13.7%
Carol Boulanger individually and as

trustee 312 701022 0.3% 1268304 0.8% 0.8%
Charlene Barshefsky 13 102506
Rose Marie Bravo 14 29839
Wei Sun Christianson 15 10041
Paul Fribourg 16 61228
Mellody Hobson 17 53121
Irvine Hockaday Jr 18 63169
Lynn Forester de Rothschild 19 38921
Barry Sternlicht 20 182046 0.1%
Richard Zannino 21 20793
Fabrizio Freda 22 570385 0.2%
John Demsey 23 77621
Cedric ProuvØ 24 184220 0.1%
Richard Kunes 25 37642
FMR LLC 26 24856826 10.5% 1.4%
Jennison Associates LLC 27 14049476 5.9% 0.8%
Prudential Financial Inc 28 14360056 6.0% 0.8%
All drcctors and executive officers as group

24 persons 29 8061258 3.4% 63883252 42.7% 37.2%

Voting power represents combined voting power of Class Common Stock one vote per share
and Class Common Stock 10 votes per share owned beneficially by such person or persons on

September 11 2012

Less than 0.1%
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Each share of Class Common Stock is convertible at the option of the holder into one share of

Class Common Stock and is automatically converted into share of Class Common Stock

upon transfer to person who is not Lauder Family Member as defined below see Certain

Relationships and Related Transactions Lauder Family Relationships and Compensation The

number of shares of Class Common Stock and percentages contained under this heading do not

account for such conversion right

The number of shares of Class Common Stock includes shares owned shares underlying stock

units payable in shares that are vested or expected to be paid out by November 11 2012 and

exercisable options regardless of whether such options were in-the-money on September 11 2012

The stock units included in the table that are beneficially owned by the non-employee directors

represent the stock portion of their annual retainers plus dividend equivalents Such units will be

settled in shares of Class Common Stock Amounts are rounded to the nearest whole unit

Restricted stock units shown for Mr Lauder Mr Freda Mr Demsey Mr ProuvØ and

Mr Kunes and restricted stock units in respect of 47008 shares of Class Common Stock for the

other executive officers are subject to withholding of shares for payment of taxes and are expected

to vest and be paid out on October 31 2012

Leonard Lauder Ronald Lauder William Lauder and Gary Lauder each individually

and as trustees of various trusts Aerin Lauder as trustee Jane Lauder as trustee Joel

Ehrenkranz as trustee George Schiele as trustee Richard Parsons as trustee and Carol

Boulanger as trustee are parties to Stockholders Agreement pursuant to which each has

agreed to vote his or the trusts shares for the election of Leonard Lauder or one of his sons

Ronald Lauder or one of his daughters and one person if any designated by each as

director of the Company See notes and 11 for certain exceptions Shares underlying stock

options and stock units are not subject to the Stockholders Agreement until the stock options are

exercised or the stock units are converted For purposes of the table shares owned by each such

individual are not attributed to the others by reason of such voting arrangement

Represents 3601338 shares of Class Common Stock beneficially owned directly by Leonard

Lauder and with respect to which he has sole voting and investment power

The Evelyn Lauder 2011 Marital Trust for the benefit of Leonard Lauder and his

descendants the EHL 2011 Trust is the majority stockholder of LAL Family Corporation

LALFC which is the sole general partner of LAL Family Partners L.R LALFP The EHL

2011 Trust is the successor to the Leonard Lauder 2008 Marital Trust which was established by

Leonard Lauder had the same two trustees as the EHL 2011 Trust currently has and owned

the shares of LALFC now owned by the EHL 2011 Trust The EHL 2011 Trust and its two

trustees George Schiele and Joel Ehrenkranz share voting and investment power and may

be deemed to be the beneficial owners of 90659684 shares of Class common Stock owned

directly by LALFE

Messrs Ehrenkranz and Schiele disclaim beneficial ownership of all such shares Mr Ehrenkranzs

business address is 375 Park Avenue New York New York 10152 Mr Schieles business address is

19 Hill Rd Greenwich Connecticut 06830

Includes shares owned beneficially or deemed to be owned beneficially by Ronald Lauder as

follows

47356 shares of Class Common Stock and 11328976 shares of Class Common Stock

directly and with respect to which he has sole voting and shares investment power as described

below
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6364 shares of Class Common Stock and 6364 shares of Class Common Stock as

sole trustee of trust for the benefit of his children and with respect to which he has sole voting

and investment power

36457 shares of Class Common Stock as Director of the Ronald Lauder

Foundation with respect to which he shares voting and investment power and

59514 shares of Class Common Stock as Director of The Jewish Renaissance

Foundation with respect to which he shares voting and investment power

Shares owned by The Jewish Renaissance Foundation are not subject to the Stockholders

Agreement Mr Lauder disclaims beneficial ownership of the shares of Class Common Stock

and Class Common Stock owned by trusts for the benefit of one or more of his children the

Ronald Lauder Foundation and The Jewish Renaissance Foundation 8000.000 shares of

Class Common Stock are pledged by Mr Lauder to secure loans under loan facility with

group of banks as to which he has sole voting power and shares investment power with the

collateral agent pledge and 2000000 shares of Class Common Stock are pledged to secure his

obligations under prepaid variable forward sale contract to an unaffiliated third party buyer and

with respect to which he has sole voting power and shares investment power with such third party

buyer

Includes shares owned beneficially or deemed to be owned beneficially by William Lauder as

follows

248713 shares of Class Common Stock and 6525600 shares of Class Common Stock

directly and with respect to which he has sole voting and investment power

668662 shares of Class Common Stock and 1268304 shares of Class Common Stock

as co-trustee of The 1992 GRAT Remainder Trust established by Leonard Lauder for the

benefit of William Lauder and others and with respect to which he shares voting power with

Gary Lauder as co-trustee and investment power with Gary Lauder and Carol

Boulanger as co-trustees

24360 shares of Class Common Stock as co-trustee of The 1992 GRAT Remainder

Trust established by Leonard Lauder for the benefit of Gary Lauder and others with respect

to which he shares voting power with Gary Lauder as co-trustee and investment power with

Gary Lauder and Carol Boulanger as co-trustees

1359578 shares of Class Common Stock underlying exercisable options held by Mr
Lauder and

23706 shares of Class Common Stock underlying restricted stock units expected to vest

and be paid out subject to withholding of shares for payment of taxes on October 31 2012

Mr Lauder disclaims beneficial ownership of shares held by the two trusts to the extent he

does not have pecuniary interest in such shares Excludes stock options with respect to 265475
shares of Class Common Stock granted to Mr Lauder under the Companys share incentive

plans that were not yet exercisable as of September 11 2012 Also excludes shares of Class

Common Stock underlying performance share unit awards with target payout of 21522
shares and restricted stock units in respect of 7174 shares that were granted to Mr Lauder by

the Stock Plan Subcommittee on September and 15 2010 performance share unit awards

with target payout of 12734 shares and restricted stock units in respect of 13456 shares that

were granted to Mr Lauder by the Stock Plan Subcommittee on September 2011 and

performance share unit awards with target payout of 10455 shares and restricted stock units

in respect of 10455 shares that were granted to Mr Lauder by the Stock Plan Subcommittee

on September 2012
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Includes shares owned beneficially or deemed to be owned beneficially by Gary Lauder as

follows

24360 shares of Class Common Stock as co-trustee of The 1992 GRAT Remainder

Trust established by Leonard Lauder for the benefit of Gary Lauder and others and with

respect to which he shares voting power with William Lauder as co-trustee and investment

power with William Lauder and Carol Boulanger as co-trustees

668662 shares of Class Common Stock and 1268304 shares of Class Common Stock

as co-trustee of The 1992 GRAT Remainder Trust established by Leonard Lauder for the

benefit of William Lauder and others with respect to which he shares voting power with William

Lauder as co-trustee and investment power with William Lauder and Carol Boulanger as

co-trustees and

10468 shares of Class Common Stock and 45740 shares of Class Common Stock as

custodian for his nieces

Mr Lauder disclaims beneficial ownership of the shares held by him as custodian and of the

shares held by the two trusts to the extent he does not have pecuniary interest in such shares

Mr Lauders business address is Active Video Networks Inc 333 San Carlos St Suite 400

San Jose California 95110

Includes shares owned beneficially or deemed to be owned beneficially by Aerin Lauder as follows

1692 shares of Class Common Stock and 1500000 shares of Class Common Stock

directly and with respect to which she has sole voting and investment power

9924192 shares of Class Common Stock as sole trustee of the Aerin Lauder

Zinterhofer 2008 Grantor Retained Annuity Trust and

4810594 shares of Class Common Stock as co-trustee of the Trust under Article of

The Zinterhofer 2008 Descendants Trust Agreement u/a/d December 24 2008 the 2008

Descendants Trust with respect to which she shares voting and investment power with Jane

Lauder as co-trustee

Ms Lauder disclaims beneficial ownership to the extent that she does not have pecuniary

interest in the securities held by the trusts

Richard Parsons is trustee of trust for the benefit of Ms Lauder that holds shares of

Class Common Stock See note 11

10 Includes shares owned beneficially or deemed to be owned beneficially by Jane Lauder as follows

8536 shares of Class Common Stock directly and with respect to which she has sole

voting and investment power

4810594 shares of Class Common Stock as co-trustee of the 2008 Descendants Trust

with respect to which she shares voting and investment power with Aerin Lauder as co-trustee

38864 shares of Class Common Stock underlying exercisable options held by Ms

Lauder and

4842 shares of Class Common Stock underlying restricted stock units expected to vest

and be paid out subject to withholding of shares for payment of taxes on October 31 2012

Excludes stock options with respect
to 75850 shares of Class Common Stock granted to Ms

Lauder under the Companys share incentive plans that were not yet exercisable as of

September 11 2012 Also excludes shares of Class Common Stock underlying performance

share unit awards with target payout of 5932 shares and restricted stock units in respect of 1978
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shares that were granted to Ms Lauder by the Stock Plan Subcommittee on September and

15 2010 performance share unit awards with target payout of 3926 shares and restricted

stock units in respect of 2618 shares that were granted to Ms Lauder by the Stock Plan

Subcommittee on September 2011 and performance share unit awards with target payout
of 3387 shares and restricted stock units in respect of 3387 shares that were granted to Ms
Lauder by the Stock Plan Subcommittee on September 2012

Ms Lauder disclaims beneficial ownership to the extent that she does not have pecuniary
interest in the securities held by the trust

Richard Parsons is trustee of certain trusts for the benefit of Ms Lauder that hold shares of

Class Common Stock See note 11
11 Includes shares owned beneficially or deemed to be owned beneficially by Richard Parsons as

follows

4442 shares of Class Common Stock directly and with
respect to which he has sole

voting and investment power

9593 shares of Class Common Stock underlying stock units payable in shares

36688 shares of Class Common Stock underlying options that are exercisable or which

will be exercisable on November 11 2012

18733344 shares of Class Common Stock as trustee of trusts for the benefit of Aerin

Lauder and Jane Lauder and with respect to which Mr Parsons has sole voting and investment

power and

4975284 shares of Class Common Stock as trustee of trust for the benefit of Ronald

Lauder the 4202 Trust and with
respect to which Mr Parsons has sole voting and investment

power

The 4202 Trust owns all of the
outstanding shares of 4202 Corporation which owns the shares of

Class Common Stock directly Such shares of Class Common Stock are not subject to the

Stockholders Agreement Mr Parsons disclaims beneficial ownership of the shares held in trust

Mr Parsons business address is West 57 Street Suite 4700 New York New York 10019

12 Includes shares owned beneficially or deemed to be owned beneficially by Carol Boulanger as

follows

8000 shares of Class Common Stock directly and with
respect to which she has sole

voting and investment power

668662 shares of Class Common Stock and 1268304 shares of Class Common Stock

as co-trustee of The 1992 GRAT Remainder Trust established by Leonard Lauder for the

benefit of William Lauder and others and with respect to which she shares investment power
with William Lauder and Gary Lauder as co-trustees and

24360 shares of Class Common Stock as co-trustee of The 1992 GRAT Remainder
Trust established by Leonard Lauder for the benefit of Gary Lauder and others with respect
to which she shares investment power with Gary Lauder and William Lauder as co-trustees

Ms Boulanger disclaims beneficial ownership of all shares held by the trusts Ms Boulangers
business address is 1540 Broadway New York NY 10036

13 Includes shares owned beneficially by Charlene Barshefsky as follows

4000 shares of Class Common Stock
directly and with respect to which she has sole

voting and investment power
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10546 shares of Class Common Stock underlying stock units payable in shares and

87960 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on November 11 2012

14 Includes shares owned beneficially by Rose Marie Bravo as follows

8000 shares of Class Common Stock directly and with respect to which she has sole

voting and investment power

7263 shares of Class Common Stock underlying stock units payable in shares and

14576 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on November 11 2012

15 Includes shares owned beneficially by Wei Sun Christianson as follows

4000 shares of Class Common Stock directly and with respect to which she has sole

voting and investment power

1465 shares of Class Common Stock underlying stock units payable in shares and

4576 shares of Class Common Stock underlying options that will become exercisable

on November 11 2012

16 Includes shares owned beneficially by Paul Fribourg as follows

4000 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power

2920 shares of Class Common Stock underlying stock units payable in shares and

54308 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on November 11 2012

Mr Fribourg also holds stock units payable in cash in respect of 22339 shares of Class Common

Stock which represent retainers and fees deferred by him prior to September 11 2012 Such units

are excluded from the table because they are not payable in shares

17 Includes shares owned beneficially by Mellody Hobson as follows

6000 shares of Class Common Stock directly and with respect to which she has sole

voting and investment power

9045 shares of Class Common Stock underlying stock units payable in shares and

38076 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on November 11 2012

Ms Hobson also holds stock units payable in cash in respect of 27594 shares of Class Common

Stock which represent retainers and fees deferred by her prior to September 11 2012 Such units

are excluded from the table because they are not payable in shares

18 Includes shares owned beneficially by Irvine Hockaday Jr as follows

44740 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power

13853 shares of Class Common Stock underlying stock units payable in shares and

4576 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on Novembcr 11 2012
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Mr Hockaday also holds stock units payable in cash in
respect of 62010 shares of Class

Common Stock which represent retainers and fees deferred by him prior to September 11 2012

Such units are excluded from the table because they are not payable in shares

19 Includes shares owned beneficially by Lady Lynn Forester de Rothschild as follows

4000 shares of Class Common Stock directly and with respect to which she has sole

voting and investment power

10345 shares of Class Common Stock underlying stock units payable in shares and

24576 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on November 11 2012

Lady de Rothschild also holds stock units payable in cash in
respect

of 54813 shares of Class

Common Stock which represent retainers and fees deferred by her prior to September 11 2012

Such units are excluded from the table because they are not payable in shares

20 Includes shares owned beneficially or deemed to be owned beneficially by Barry Sternlicht as

follows

54000 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power

36000 shares of Class Common Stock indirectly through three family trusts

6408 shares of Class Common Stock underlying stock units payable in shares and

85638 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on November 11 2012

Mr Sternlicht also holds stock units payable in cash in respect of 29145 shares of Class

Common Stock which represent retainers and fees deferred by him prior to September 11 2012

Such units are excluded from the table because they are not payable in shares

21 Includes shares owned beneficially by Richard Zannino as follows

4000 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power

2217 shares of Class Common Stock underlying stock units payable in shares and

14576 shares of Class Common Stock underlying options that are exercisable or which

will become exercisable on November 11 2012

22 Includes shares owned beneficially by Fabrizio Freda as follows

54175 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power

469160 shares of Class Common Stock underlying exercisable options held by

Mr Freda and

47050 shares of Class Common Stock underlying restricted stock units expected to vest

and be paid out subject to withholding of shares for payment of taxes on October 31 2012

Excludes stock options with respect to 635186 shares of Class Common Stock granted to

Mr Freda under the Companys share incentive plans that were not yet exercisable as of

September 11 2012 Also excludes shares of Class Common Stock underlying performance

share unit awards with target payout of 43044 shares and restricted stock units in respect of

14348 shares that were granted to Mr Freda by the Stock Plan Subcommittee on September
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and 15 2010 the market share unit granted to Mr Freda on February 2011 see

Employment Agreement Fabrizio Freda performance share unit awards with target

payout of 31832 shares and restricted stock units in respect of 26188 shares that were granted to

Mr Freda by the Stock Plan Subcommittee on September 2011 and performance share unit

awards with target payout of 33979 shares and restricted stock units in respect of 33979 shares

that were granted to Mr Freda by the Stock Plan Subcommittee on September 2012

23 Includes shares owned beneficially by John Demsey as follows

52747 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power and

24874 shares of Class Common Stock underlying restricted stock units expected to vest

and be paid out subject to withholding of shares for payment of taxes on October 31 2012

Excludes stock options with respect to 345028 shares of Class Common Stock granted to

Mr Demsey under the Companys share incentive plans that were not yet exercisable as of

September 11 2012 Also excludes shares of Class Common Stock underlying performance

share unit awards with target payout of 28340 shares and restricted stock units in respect of

9448 shares that were granted to Mr Demsey by the Stock Plan Subcommittee on September

and 15 2010 performance share unit awards with target payout of 18058 shares and

restricted stock units in respect of 15228 shares that were granted to Mr Demsey by the Stock

Plan Subcommittee on September 2011 and performance share unit awards with target

payout of 17735 shares and restricted stock units in respect of 17735 shares that were granted to

Mr Demsey by the Stock Plan Subcommittee on September 2012

24 Includes shares owned beneficially by Cedric ProuvØ as follows

110622 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power

50344 shares of Class Common Stock underlying exercisable options that are held by

Mr ProuvØ and

23254 shares of Class Common Stock underlying restricted stock units expected to vest

and be paid out subject to withholding of shares for payment of taxes on October 31 2012

Excludes stock options with respect to 318108 shares of Class Common Stock granted to

Mr ProuvØ under the Companys share incentive plans that were not yet exercisable as of

September 11 2012 Also excludes shares of Class Common Stock underlying performance

share unit awards with target payout of 26186 shares and restricted stock units in respect of

8730 shares that were granted to Mr ProuvØ by the Stock Plan Subcommittee on September

and 15 2010 performance share unit awards with target payout of 17054 shares and

restricted stock units in respect
of 13420 shares that were granted to Mr ProuvØ by the Stock Plan

Subcommittee on September 2011 and performance share unit awards with target payout

of 15269 shares and restricted stock units in respect of 15269 shares that were granted to

Mr ProuvØ by the Stock Plan Subcommittee on September 2012

25 Includes shares owned beneficially or deemed to be owned beneficially by Richard Kunes as

follows

16916 shares of Class Common Stock directly and with respect to which he has sole

voting and investment power and

20726 shares of Class Common Stock underlying restricted stock units expected to vest

and be paid out subject to withholding of shares for payment of taxes on October 31 2012
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Excludes stock options with
respect to 292480 shares of Class Common Stock granted to

Mr Kunes under the Companys share incentive plans that were not yet exercisable as of

September 11 2012 Also excludes shares of Class Common Stock
underlying performance

share unit awards with target payout of 24770 shares and restricted stock units in respect of

8256 shares that were granted to Mr Kunes by the Stock Plan Subcommittee on September and

15 2010 performance share unit awards with target payout of 15560 shares and restricted

stock units in respect of 11044 shares that were granted to Mr Kunes by the Stock Plan

Subcommittee on September 2011 and performance share unit awards with target payout
of 12733 shares and restricted stock units in respect of 12733 shares that were granted to

Mr Kunes by the Stock Plan Subcommittee on September 2012

26 Based on Schedule 13G filed on June 11 2012 by FMR LLC 82 Devonshire Street Boston MA
02109 FMR LLC may be deemed to be directly or indirectly the beneficial owner of and may
have direct or indirect voting and/or investment discretion over 24856826 shares of Class

Common Stock which are held for its own benefit or for the benefit of its clients by its separate

accounts externally managed accounts registered investment companies subsidiaries and/or other

affiliates

27 Based on Schedule 13G filed on February 13 2012 by Jennison Associates LLC 466 Lexington

Avenue New York NY 10017 Jennison Associates LLC may be deemed to be directly or

indirectly the beneficial owner of and may have direct or indirect voting and/or investment

discretion over 14049476 shares of Class Common Stock which are held for its own benefit or

for the benefit of its clients by its
separate accounts externally managed accounts registered

investment companies subsidiaries and/or other affiliates

28 Based on Schedule 13G filed on February 13 2012 by Prudential Financial Inc 751 Broad

Street Newark NJ 07102 Prudential Financial Inc may be deemed to be directly or indirectly

the beneficial owner of and may have direct or indirect voting and/or investment discretion over

14360056 shares of Class Common Stock which are held for its own benefit or for the benefit

of its clients by its separate accounts externally managed accounts registered investment

companies subsidiaries and/or other affiliates

29 See notes through through 11 and 13 through 24 Includes for executive

officers not named in the table

129248 shares of Class Common Stock

310406 shares of Class Common Stock
underlying options that are exercisable and

47008 shares of Class Common Stock
underlying restricted stock units expected to vest

and be paid out subject to withholding of shares for payment of taxes on October 31 2012

Excludes stock options with respect to an aggregate of 805536 shares of Class Common Stock

granted to the executive officers whose names do not appear in this table that were outstanding
but not yet exercisable as of September 11 2012 Also excludes for the executive officers not

named in the table shares of Class Common Stock underlying performance share unit

awards with target payout of 54944 shares and restricted stock units in respect of 18316 shares

that were granted by the Stock Plan Subcommittee on September and 15 2010 performance
share unit awards with

target payout of 36404 shares and restricted stock units in respect of

26116 shares that were granted by the Stock Plan Subcommittee on September 2011 and

performance share unit awards with target payout of 48153 shares and restricted stock units

in respect of 71990 shares that were granted by the Stock Plan Subcommittee on September
2012
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Additional Information Regarding the Board of Directors

Stockholders Agreement All Lauder Family Members other than The 4202 Corporation who

beneficially own shares of Common Stock have agreed pursuant to stockholders agreement with the

Company the Stockholders Agreement to vote all shares beneficially owned by them for Leonard

Lauder or for one of his sons Ronald Lauder or for one of his daughters and one person if

any designated by each as director of the Company The term Lauder Family Member is defined

later in this Proxy Statement see Certain Relationships and Related Transactions Lauder Family

Relationships and Compensation Lauder Family Members who are parties to the Stockholders

Agreement beneficially owned in the aggregate on September 11 2012 shares of Common Stock

having approximately 83% of the voting power of the Company The right of each of Leonard

Lauder or his sons and Ronald Lauder or his daughters to designate nominee exists only when

he including his descendants beneficially owns other than by reason of the Stockholders Agreement
shares of Common Stock with at least 10% of the total voting power of the Company Currently

William Lauder is the nominee of Leonard Lauder and Aerin Lauder and Jane Lauder are the

nominees of Ronald Lauder The right of each of Leonard Lauder or one of his sons and

Ronald Lauder or one of his daughters to be nominated will exist so long as he including his

descendants beneficially owns shares of Common Stock with at least 5% of the total voting power of

the Company In the event that Leonard Lauder ceases to be member of the Board of Directors

by reason of his death or disability then his sons William Lauder and Gary Lauder will succeed

to his rights to be nominated as director and to designate one nominee If either son is unable to

serve by reason of his death or disability the other son will have the right to designate nominee

Similarly Aerin Lauder and Jane Lauder Ronald Lauders daughters will succeed to their fathers

rights if he should cease to be director by reason of his death or disability If either daughter is

unable to serve by reason of her death or disability the other daughter will have the right to designate

nominee In the event none of Leonard Lauder and his sons and Ronald Lauder and his

daughters are able to serve as directors by reason of death or disability then the rights under the

Stockholders Agreement to be nominee and to designate nominee will cease

Board Committees The Board of Directors has established three standing committees the Audit

Committee the Compensation Committee which includes the Stock Plan Subcommittee and the

Nominating and Board Affairs Committee Current copies of the charters for each of these Committees

may be found in the Investor Relations section of the Companys website wwwelcompanies.com

within the Leadership subsection under the heading Corporate Governance by selecting

Committees Stockholders may also contact Investor Relations at 767 Fifth Avenue New York New
York 10153 or call 800-308-2334 to obtain hard copy of these documents without charge

The Company is controlled company under the rules of the New York Stock Exchange because

the Lauder family and their related entities hold more than 50% of the voting power of the

outstanding voting stock As such the Company may avail itself of exemptions relating to the

independence of the Board and certain Board committees Despite the availability of such exemptions

the Board of Directors has determined that it will have majority of independent directors and that

both the Nominating and Board Affairs Committee and the Compensation Committee will have

otherwise required provisions in their charters As permitted by the New York Stock Exchange rules for

controlled companies our Board does not require that the Nominating and Board Affairs Committee

and Compensation Committee be comprised solely of independent directors

The Audit Committee members are Irvine Hockaday Jr Chair Mellody Hobson Paul

Fribourg and Richard Zannino The Board of Directors has determined that Mr Hockaday
Ms Hobson Mr Fribourg and Mr Zannino each qualifies as an Audit Committee Financial Expert
in accordance with the rules issued by the Securities and Exchange Commission The Audit Committee

has written charter adopted by the Board of Directors The Committee among other things appoints

the independent auditors reviews the independence of such auditors approves the scope of the annual
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audit activities of the independent auditors and the Companys Internal Control Department reviews

audit results reviews and discusses the Companys financial statements with management and the

independent auditors reviews and discusses with the Board the Companys risk assessment and

management processes and is responsible for our policy for the review of related person transactions

The Committee also meets separately at least quarterly with the Chief Financial Officer and Chief

Internal Control Officer and with representatives of the independent auditor

The Compensation Committee members are Richard Parsons Chair Rose Marie Bravo Paul

Fribourg and Barry Sternlicht The Committee has the authority to and does establish and approve

compensation plans and arrangements with respect to the Companys executive officers and administers

the Executive Annual Incentive Plan The Stock Plan Subcommittee whose members are Rose Marie

Bravo Paul Fribourg and Barry Sternlicht has the authority to adopt and administer the

Companys share incentive plans In 2012 the Board of Directors established an Employee Equity

Award Committee the sole member of which is Fabrizio Freda The sole purpose of this Committee is

to make limited grants of equity awards under the share incentive plan to employees who are not

executive officers To date the Committee has not made any grants

The Nominating and Board Affairs Committee members are Lynn Forester de Rothschild Chair

Charlene Barshefsky Wei Sun Christianson William Lauder and Richard Parsons The

Committee among other things recommends nominees for election as members of the Board

considers and makes recommendations regarding Board practices and procedures and reviews the

compensation for service as Board member

Each committee reports regularly to the Board and has authority to engage its own advisors

Board and Board Committee Meetings Attendance at Annual Meetings Executive Sessions Directors

are expected to devote sufficient time to carrying out their duties and responsibilities effectively and

should be committed to serve on the Board for an extended period of time In furtherance of the

Boards role directors are expected to attend all scheduled Board and Board Committee meetings and

all meetings of stockholders In fiscal 2012 the Board of Directors met five times the Compensation

Committee met five times the Stock Plan Subcommittee met five times the Audit Committee met nine

times and the Nominating and Board Affairs Committee met three times The total combined

attendance for all board and committee meetings was 95% Barry Sternlicht attended 73.3% of the

Board Committee and Subcommittee meetings in fiscal 2012 The non-employee directors met five

times in executive session in fiscal 2012 including four meetings at which at least one management

director was present for all or part of the session All but one of the directors who were on the Board

attended the Annual Meeting of Stockholders in November 2011

Irvine Hockaday Jr served as the presiding director for all executive sessions of the Board of

Directors in fiscal 2012 Mr Hockaday has been appointed by the Board to serve for an additional

one-year term beginning after the 2012 Annual Meeting The presiding director serves for one-year

term beginning with the meeting of the Board immediately following the Annual Meeting of

Stockholders and is selected from among the independent members of the Board

Board Leadership Structure Our Board is currently led by our Executive Chairman who is

member of the Lauder family As provided in our Corporate Governance Guidelines we also have an

independent director who serves as our presiding director The remaining directors include our

President and Chief Executive Officer nine other non-employee directors eight of whom are

independent and three more members of the Lauder family majority of the directors are

independent

The Board of Directors considers this structure appropriate in view of the Lauder familys

significant investment in the Company including direct and indirect holdings of more than 86% of the

voting power of the outstanding voting stock The structure also comports with the Stockholders
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Agreement among various members of the Lauder family and the Company which was originally

entered into in connection with our initial public offering in 1995 See Additional Information

Regarding the Board of Directors Stockholders Agreement

In addition to his responsibilities as Chairman of the Board Mr Lauder as Executive

Chairman works with the President and Chief Executive Officer to set overall vision strategy financial

objectives and investment priorities for the business He also continues to provide high-level leadership

in areas that are important to the Company including marketing trade relations global

communications and regulatory affairs Mr Hockaday the current presiding director presides at all

meetings or executive sessions of non-employee or independent directors

Board Role in Risk Oversight Our Board of Directors regularly receives reports from our

President and Chief Executive Officer and other members of senior management regarding areas of

significant risk to us including strategic operational financial legal and regulatory and reputational

risks However senior management is responsible for assessing and managing the Companys various

risk exposures on day-to-day basis In this regard management has established functions that focus on

particular risks such as the Companys Legal Department Treasury Group and Environmental Affairs

and Safety Department and has over time developed more systemic and integrated approach to

overall risk management which includes the identification of risks and mitigation plans in the strategic

planning process The Boards role is one of oversight assessing major risks facing the Company and

reviewing options for their mitigation with management In addition under its Charter the Audit

Committee reviews and discusses with management our enterprise risk management processes

Risk in Compensation Programs In 2010 we developed framework for evaluating incentive plan

design features that may encourage or help mitigate risk such as mix of compensation elements

metrics leverage caps and time horizons in order to determine whether the risks arising from our

compensation programs in addition to those applicable only to executive officers were reasonably

likely to have material adverse effect on the Company As result of this review which included

incentive plans covering our management employees and plans otherwise used in our most significant

operations we concluded that our compensation programs are not reasonably likely to have material

adverse effect on the Company In 2012 we confirmed that there were no material changes to the

plans that were reviewed in the past two years The results were reviewed with senior management and

the Compensation Committee and we continue to believe that our compensation programs are not

reasonably likely to have material adverse effect on the Company

Director Qualifications Our Board is comprised of individuals with diverse and complementary

business experience leadership experience and financial expertise Many of our current directors have

leadership experience at major domestic and multinational companies as well as experience on the

boards of other companies and organizations which provides an understanding of different business

processes challenges and strategies Other directors have government legal public policy and media

experience that provides insight into issues faced by public companies The members of the Board are

inquisitive and collaborative challenging yet supportive and demonstrate maturity and sound judgment

in performing their duties In addition to their own attributes skills and experience and their significant

personal investments in the Company Lauder Family Members including related entities who control

the Company have agreed to vote their shares in favor of four individuals They are the four Lauder

family members who are currently on the Board

The Board believes that the above-mentioned attributes along with the leadership skills and other

experience of its Board members some of which are described in the table after this paragraph

provide the Company with the appropriate perspectives and judgment to guide the Companys
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long-term strategy monitor
progress and in general oversee management Nominees for election at

the Annual Meeting on November 2012 have an asterisk next to their names

Charlene Barshefsky International government and public policy experience as United
States Trade Representative

Legal experience including current role as Senior International
Partner at WilmerHale

Board experience at American Express Company Intel Corporation
and Starwood Hotels Resorts Worldwide

Trustee of the Howard Hughes Medical Institute

Rose Marie Bravo Global management marketing retail and consumer and luxury
brand

industry experience as former Chief Executive of Burberry
various leadership positions at Saks Fifth Avenue including as

President and Macys including as Chairman and Chief Executive
Officer of Magnin and in senior roles in merchandising the

Beauty category for much of her career

Board experience at Tiffany Co and Williams-Sonoma Inc

Experience working abroad

Merchandise and product development expertise

Wei Sun Christianson Global management and investment banking experience as

Managing Director and Co-Chief Executive Officer of Asia Pacific
and Chief Executive Officer of China at Morgan Stanley based in

Beijing

Experience working abroad particularly in China

Financial expertise

Government experience in Hong Kong

Legal experience

Fabrizio Freda Global management marketing and other business and consumer
and luxury brand industry experience as CEO of The Estee Lauder

Companies Inc

Similar experience including developing and leading global

organizations in leadership positions at The Procter Gamble
Company and Gucci SpA

Experience leading successful creative organizations with innovation

programs based on research and development

Experience living and working in several countries

Financial
expertise

26



Paul Fribourg Global management marketing and other business experience as

Chairman and Chief Executive Officer of Continental Grain

Company

Board experience at Loews Corporation Burger King Holdings Inc

and Apollo Global Management LLC

Affiliation with leading business and public policy associations

Council on Foreign Relations

Financial expertise

Mellody Hobson Management and investment experience as President of Ariel

Investments

Board experience at DreamWorks Animation SKG Inc Starbucks

Corporation and Groupon Inc

Media experience as on-air financial contributor for ABCs Good

Morning America

Financial expertise

Irvine Hockaday Jr Global business experience
and consumer brand industry experience

as former CEO of Hallmark Cards Inc

Board experience
at numerous public companies including Ford

Motor Company and Sprint Nextel Company

Financial expertise

Legal experience

Aerin Lauder Marketing and other consumer and luxury brand industry experience

through leadership roles at The Estee Lauder Companies Inc since

joining in 1992 and the creation and leadership of Aerin LLC

Significant
stockholder and Stockholders Agreement

Jane Lauder Management marketing and other industry experience through

leadership roles at The Estee Lauder Companies Inc since joining

in 1996

Significant stockholder and Stockholders Agreement

Leonard Lauder Global business marketing and consumer and luxury brand industry

experience through leadership roles at The Estee Lauder

Companies Inc since joining in 1958

Experience leading successful creative organizations
with innovation

programs based on research and development

Affiliation with leading business civic and public policy
associations
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Charter Trustee of The University of
Pennsylvania

Significant stockholder and Stockholders Agreement

William Lauder Global business marketing Internet retail and consumer and luxury
brand

industry experience through leadership roles at The Estee

Lauder Companies Inc since joining in 1986

Experience leading successful creative organizations with innovation

programs based on research and development

Board experience at Jarden Corporation and GLG Partners Inc

Significant stockholder and Stockholders Agreement

Trustee of University of Pennsylvania

Financial expertise

Richard Parsons Global business marketing media Internet banking and other
business and consumer brand experience through leadership roles at

Time Warner Inc and Dime Bancorp Inc

Board experience at Time Warner Inc Citigroup Inc Madison
Square Garden Inc and Lazard Inc

Private equity experience at Providence Equity Partners

Trustee of Howard
University

Legal and government experience

Financial expertise

Lynn Forester de Rothschild Global business and investment experience as Chief Executive of

E.L Rothschild LLC and CEO of FirstMark Holdings Inc

Board and media experience as director of The Economist

Newspaper Limited

Affiliation with leading business and public policy associations

Council on Foreign Relations

Experience working abroad

Legal and government expertise

Financial expertise

Barry Sternlicht Global business investment real estate financial private equity

entrepreneurial and consumer brand and luxury industry expertise at

Starwood Capital Group Chairman and Chief Executive Officer of

Starwood Property Trust and founder and former Chief Executive of

Starwood Hotels Resorts Worldwide Inc
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Board experience
at Starwood Property Trust Ellen Tracy and Field

Stream and as Chairman of Baccarat

Trustee of Brown University

Financial expertise

Richard Zannino Management media finance retail and consumer brand industry

experience in various positions at Dow Jones Company including

CEO COO and CFO Liz Claiborne including CFO and Saks

Fifth Avenue including CFO

Consumer retail media and private equity experience at CCMP

Capital Advisors LLC

Board experience at IAC/Interactive Corp Dow Jones Company

and Francescas Holdings Corporation

Trustee of Pace University

Financial expertise

The Company does not have specific policy on diversity of the Board Instead the Board

evaluates nominees in the context of the Board as whole with the objective
of recommending

group
that can best support the success of the business and based on the groups diversity of

experience represent
stockholder interests through the exercise of sound judgment Such diversity of

experience may be enhanced by mix of different professional
and personal backgrounds and

experiences The Company is proud to have one of the most diverse boards in the SP 500 when

measured by gender and race

Board Membership Criteria The Nominating and Board Affairs Committee works with the Board

on an annual basis to determine the appropriate
characteristics skills and experience for the Board as

whole and for its individual members All directors should possess
the highest personal

and

professional
ethics as well as an inquisitive

and objective perspective practical wisdom and mature

judgment In evaluating the suitability of individual Board members the Board takes into account many

factors including general understanding of marketing finance and other disciplines
relevant to the

success of large publicly
traded company in todays business environment understanding of the

Companys business on technical level and educational and professional background The Board

evaluates each individual in the context of the Board as whole with the objective of recommending

group that can best support the success of the business and based on its diversity of experience

represent stockholder interests through the exercise of sound judgment In determining whether to

recommend director for re-election the Nominating and Board Affairs Committee also considers the

directors past
attendance at meetings and participation

in and contributions to the activities of the

Board

Upon determining the need for additional or replacement Board members the Nominating and

Board Affairs Committee will identify one or more director candidates and evaluate each candidate

under the criteria described above based on the information it receives with recommendation or that

it otherwise possesses which information may be supplemented by additional inquiries Application
of

these criteria involves the exercise of judgment and cannot be measured in any mathematical or routine

way Based on its assessment of each candidates independence skills and qualifications
and the criteria

described above the Committee will make recommendations regarding potential director candidates to

the Board The Committee may engage third parties to assist in the search for director candidates or to
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assist in
gathering information

regarding candidates background and experience The Committee will
evaluate stockholder recommended candidates in the same manner as other candidates Candidates
may also be designated pursuant to the Stockholders Agreement See Additional Information
Regarding the Board of Directors Stockholders Agreement

Board Independence Standards for Directors To be considered independent for purposes of
membership on the Companys Board of Directors the Board must determine that director has no
material relationship with the Company including any of its subsidiaries other than as director For
each director the Board broadly considers all relevant facts and circumstances In making its

determination the Board considers the following categories of
relationships to be material thus

precluding determination that director is independent

the director is an employee of the Company or an immediate family member of the director is an
executive officer of the Company or was so employed during the last three years

ii the director receives or an immediate
family member of the director receives during any twelve-month period within the last three years more than $120000 in direct compensation from the

Company other than director and committee fees and pension or other forms of deferred
compensation for

prior service provided such compensation is not contingent in any way on
continued service

iii the director is current partner or employee of firm that is the Companys internal or
external auditor the director has an immediate family member who is current employee of
such firm the director has an immediate

family member who is current employee of such
firm and

personally works on the Companys audit or the director or an immediate familymember of the director was within the last three years partner or employee of such firm and
personally worked on the Companys audit within that time

iv the director or an immediate family member of the director is or has been within the last three
years employed as an executive officer of another company where any of the Companys presentexecutive officers at the same time serves or served on that companys compensation committee
the director is current employee or an immediate family member of the director is current
executive officer of company that has made payments to or received payments from the
Company for property or services in an amount which in any of the last three fiscal years exceeds
the

greater of $1 million or 2% of such other companys consolidated gross revenues

Additionally the following relationships will not be considered to be material relationships thatwould impair directors independence

any of the
relationships described in i-v above if such

relationships occurred more than three
years ago or

ii if director is current employee or an immediate
family member of director is current

executive officer of another company that does business with the Company and such other
company during the current or last fiscal year made payments to or received payments from the
Company of less than $1 million or 2% of such other companys consolidated gross revenueswhichever is greater

Contributions to tax exempt organizations shall not be considered payments for purposes of these
independence standards An immediate family member includes directors spouse parents children
siblings mothers and

fathers-in-law sons and daughters-in-law brothers and sisters-in-law and anyoneother than domestic employees who shares such persons home

The Board reviews at least
annually whether directors meet these Director IndependenceStandards
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The following directors including the five nominated for re-election have been determined by the

Board to be independent pursuant to New York Stock Exchange rules and the Companys
Independent Director Standards described above Charlene Barshefsky Rose Marie Bravo Wei Sun

Christianson Paul Fribourg Mellody Hobson Irvine Hockaday Jr Lynn Forester de Rothschild

Barry Sternlicht and Richard Zannino

In addition to the foregoing in order to be considered independent under New York Stock

Exchange rules for purposes of serving on the Companys Audit Committee director also may not

accept directly or indirectly any consulting advisory or other compensatory fee from the Company
other than as director and may not be an affiliated person of the Company Audit Committee

members may receive directors fees and fixed payments for prior service with the Company The

Board has determined that each of the members of the Audit Committee meet these additional

independence requirements as well

Communications with the Board stockholder or any other interested party who wishes to

communicate with the Board any Committee thereof the non-management directors as group or any
individual director including the presiding director for the executive sessions of the Board may do so

by addressing the correspondence to that individual or group do Sara Moss Executive Vice

President and General Counsel The Estee Lauder Companies Inc 767 Fifth Avenue New York New
York 10153 She or her designee will review all such correspondence to determine that the substance

of the correspondence relates to the duties and responsibilities of the Board or individual Board

member before forwarding the correspondence to the intended recipient Spam junk mail solicitations

and hostile threatening illegal or similarly unsuitable material will not be forwarded to the intended

recipient and if circumstances warrant may be forwarded to the Companys security staff Any
communication that is not forwarded may be made available to the intended recipient at his or her

request

Director Nominees Recommended by Stockholders The Nominating and Board Affairs Committee

will consider stockholder recommendations of nominees in the same manner as and pursuant to the

same criteria by which it considers all other nominees except for nominations received pursuant to the

Stockholders Agreement See Board Membership Criteria Stockholders who wish to suggest

qualified candidates should send their written recommendation to the Nominating and Board Affairs

Committee do Sara Moss Executive Vice President and General Counsel The Estee Lauder

Companies Inc 767 Fifth Avenue New York New York 10153 The following information must

accompany any such recommendation by stockholder the name and address of the stockholder

making the recommendation ii the name address telephone number and social security number of

the proposed nominee iii the class or series and number of shares of the Company that are

beneficially owned by the stockholder making the recommendation iv description of all

arrangements or understandings between the stockholder and the candidate and an executed written

consent of the proposed nominee to serve as director of the Company if so elected copy of the

proposed nominees resume and references and vi an analysis of the candidates qualifications to

serve on the Board of Directors and on each of the Boards committees in light of the criteria for

Board membership established by the Board See Board Membership Criteria For stockholders

intending to nominate an individual for election as director directly there are specific procedures set

forth in our bylaws See Stockholder Proposals and Direct Nominations
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Corporate Governance Guidelines and Code of Conduct

The Board of Directors has developed corporate governance practices to help it fulfill its

responsibilities to stockholders in providing general direction and oversight of management of the

Company These practices are set forth in the Companys Corporate Governance Guidelines The

Company also has Code of Conduct Code applicable to all employees officers and directors of

the Company including without limitation the Chief Executive Officer the Chief Financial Officer

and other senior officers These documents as well as any waiver of provision of the Code granted to

any senior officer or director or material amendment to the Code if any may be found in the

Investor Relations section of the Companys website www.elcompanies.com within the Leadership

subsection under the heading Corporate Governance Stockholders may also contact Investor

Relations at 767 Fifth Avenue New York New York 10153 or call 800-308-2334 to obtain hard copy

of these documents without charge

Audit Committee Report

The Audit Committee of the Board of Directors consisting solely of independent directors as

defined by the Board and consistent with the rules of the New York Stock Exchange has

reviewed and discussed the Companys audited financial statements for the fiscal year
ended

June 30 2012 with management

discussed with KPMG LLP the matters required to be discussed by PCAOB AU Section 380 as

currently in effect and

received the written disclosures and letter from KPMG LLP required by applicable requirements

of the Public Company Accounting Oversight Board regarding KPMG LLPs communications with

the Audit Committee concerning independence and has discussed KPMG LLPs independence

with representatives of KPMG LLE

Based on the review and discussions referred to above the Audit Committee recommended to the

Board of Directors that the audited financial statements for the fiscal year ended June 30 2012 be

included in the Companys Annual Report on Form 10-K for the fiscal year ended June 30 2012 filed

with the Securities and Exchange Commission

The Audit Committee

Irvine Hockaday Jr Chair
Paul Fribourg

Mellody Hobson

Richard Zannino

Section 16a Beneficial Ownership Reporting Compliance

Section 16a of the Securities Exchange Act of 1934 requires the Companys officers and

directors and any persons who own more than 10% of the Class Common Stock to file forms

reporting their initial beneficial ownership of common stock and subsequent changes in that ownership

with the SEC and the New York Stock Exchange Officers directors and greater-than-10% beneficial

owners also are required to furnish the Company with copies of all forms they file under Section 16a
Based solely upon review of the copies of the forms furnished to the Company or written

representation from reporting person that no Form was required the Company believes that during

the 2012 fiscal year all Section 16a filing requirements were satisfied
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Policy and Procedures for the Review of Related Person fransactions

We have written policy that sets forth procedures for the review and approval or ratification of

transactions involving Related Persons which consists of any director nominee for director executive

officer or greater
than 5% stockholder of the Company and the Immediate Family Members of any

such director nominee for director executive officer or greater than 5% stockholder The Audit

Committee or its Chair under certain circumstances is responsible for applying the Policy with the

assistance of the Executive Vice President and General Counsel EVP GC or designee if any

Transactions covered by the Policy consist of any financial transaction arrangement or

relationship including any indebtedness or guarantee of indebtedness or any series of similar

transactions arrangements or relationships in which

with respect to any fiscal year any transaction which is currently proposed or has been in effect at

any time since the beginning of such fiscal
year

in which the Company was is or is proposed to be

participant and

ii person who at any time during such fiscal year was Related Person had has or will have

direct or indirect material interest

Determination of materiality may include the importance of the interest to the Related Person

financially or otherwise the relationship of the Related Person to the Transaction and of Related

Persons with each other and the dollar amount involved in the Transaction and whether any Related

Person has or will have direct material interest or an indirect material interest in the transaction

The Policy includes list of categories of transactions identified by the Board as having no

significant potential for an actual or the appearance of conflict of interest or improper benefit to

Related Person and thus are not subject to review by the Audit Committee Excluded Transactions

Excluded Transactions include certain transactions in the ordinary course of business between the

Company and another entity with which Related Person is affiliated and certain discretionary

charitable contributions by the Company to an established non-profit entity with which Related

Person is affiliated as long as the amounts involved are below certain percentages of the consolidated

gross revenues of the Company and the Related Person

Each Transaction by Related Person should be reported to the EVP GC or designee for

presentation to the Audit Committee for approval prior to its consummation or for ratification if

necessary after consummation The EVP GC or designee will assess whether any proposed transaction

involving Related Person is related person transaction covered by the Policy and if so the

transaction will be presented to the Audit Committee for review and consideration at its next meeting

or in those instances in which the EVP GC or designee determines that it is not practicable or

desirable for the Company to wait until the next Audit Committee meeting to the Chair of the Audit

Committee If the EVP GC or designee potentially may be involved in related person transaction the

applicable person is required to inform the Chief Executive Officer and the Chair of the Committee

Transactions by Related Persons other than Excluded Transactions will be reviewed and be subject to

approval by the Audit Committee If possible the approval will be obtained before the Company

commences the transaction or enters into or amends any contract relating to the transaction If

advanced Audit Committee approval of related person transaction is not feasible or not identified

prior to the commencement of transaction then the transaction will be considered and if the Audit

Committee determines it to be appropriate ratified at the Audit Committees next regularly scheduled

meeting
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In determining whether to approve or ratify related person transaction covered by the Policy the

Audit Committee may take into account such factors it deems appropriate which may include if

applicable but not be limited to

the materiality of the interest of the Related Person in the Transaction

the fairness or reasonableness of the Related Person Transaction to the Company

the availability of other sources for comparable products or services

the terms of the Transaction and

the terms available to unrelated third parties or to employees generally

member of the Audit Committee who is Related Person in connection with particular

proposed related person transaction will not participate in any discussion or approval of the

transaction other than discussions for the purpose of providing material information concerning the

transaction to the Committee

Certain Relationships and Related fransactions

Lauder Family Relationships and Compensation Leonard Lauder is Chairman Emeritus His

brother Ronald Lauder is Chairman of Clinique Laboratories LLC Leonard Lauders wife

Evelyn Lauder was Senior Corporate Vice President of the Company until she passed away in

November 2011 Leonard Lauder has two sons William Lauder and Gary Lauder William

Lauder is Executive Chairman and in such role is Chairman of the Board of Directors Gary

Lauder is not an employee of the Company Ronald Lauder and his wife Jo Carole Lauder have

two daughters Aerin Lauder and Jane Lauder both of whom are directors of the Company Aerin

Lauder is also Style and Image Director for the Estee Lauder brand see Agreements with Aerin

Lauder below for additional information Jane Lauder is also Global President General Manager of

Origins and Ojon

For fiscal 2012 the following Lauder Family Members received the following amounts from the

Company as compensation Leonard Lauder received an aggregate of $1600000 for his services

Ronald Lauder received $650000 in salary and bonus of $488950 Evelyn Lauder received

$225000 in salary and bonus of $170250 and Jane Lauder received $500000 in salary and bonus

of $310000 and stock options in respect of 22752 shares of Class Common Stock performance

share units in respect of 3926 shares of Class Common Stock and restricted stock units in respect of

3926 shares of Class Common Stock Each is entitled to participate in standard benefit plans such

as the Companys pension and medical plans For information regarding fiscal 2012 compensation for

William Lauder see Executive Compensation

For fiscal 2013 Leonard Lauder is being paid on per diem basis with an aggregate limit of

$1600000 Ronald Lauder has base salary of $650000 and bonus opportunities with target

payout of $350000 and Jane Lauder has base salary of $525000 and bonus opportunities with

target payout of $406600 On September 2012 Jane Lauder was granted stock options with respect

to 20032 shares of Class Common Stock performance share units with target payout of 3387

shares of Class Common Stock and restricted stock units in respect of 3387 shares of Class

Common Stock The grants were consistent with those made to employees at her level For information

regarding fiscal 2013 compensation for William Lauder see Executive Compensation

Leonard Lauders current employment agreement the LAL Agreement provides for his

employment as Chairman Emeritus until such time as he resigns retires or is terminated Mr
Lauder is entitled to participate in standard benefit plans such as the Companys pension and medical

plans and has supplemental pension arrangement discussed below Mr Lauder is entitled to

participate in the Amended and Restated Fiscal 2002 Share Incentive Plan but no grants have been
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made to him under the plan to date If Mr Lauder retires the Company will continue to provide
him with the office he currently occupies or comparable office if the Company relocates and
full-time executive secretary for as long as he would like The Company may terminate Mr Lauders
employment at any time if he becomes permanently disabled in which event Mr Lauder will be
entitled to receive his base salary for period of two years after termination ii receive bonus

compensation during such salary continuation period at an annual rate equal to the average of the
actual bonuses paid to him prior to such termination under the LAL Agreement the Leonard Lauder
Bonus Compensation and iii participate in the Companys benefit plans for two years In the event
of Mr Lauders death during the term of his employment for period of one year from the date of
Mr Lauders death his beneficiary or legal representative will be entitled to receive Mr Lauders
base salary and the Leonard Lauder Bonus Compensation Mr Lauder may terminate his

employment at any time upon six months written notice to the Company in which event Mr
Lauder will be entitled to receive his base salary and the Leonard Lauder Bonus Compensation for the
six-month period following termination In addition the Company may terminate Mr Lauders
employment for any reason upon 60 days written notice In the event of termination of his

employment by the Company other than for cause disability or death or termination by Mr
Lauder for good reason after change of control Mr Lauder for period of three

years from
the date of termination will be entitled to receive his base salary in effect at the time of

termination ii receive the Leonard Lauder Bonus Compensation iii participate in the Companys
benefit plans and in the case of termination by the Company other than for cause disability or

death Mr Lauder will not be subject to the non-competition covenant contained in the LAL
Agreement Upon termination for any reason options previously granted to Mr Lauder will remain
exercisable for the remainder of their respective terms subject to certain non-competition and good
conduct provisions

As used in this Proxy Statement the term Lauder Family Members includes only the following

persons the estate of Mrs Estee Lauder ii each descendant of Mrs Lauder Lauder
Descendant and their respective estates guardians conservators or committees iii each Family
Controlled Entity as defined below and iv the trustees in their

respective capacities as such of
each Family Controlled Trust as defined below The term Family Controlled Entity means any
not-for-profit corporation if at least 80% of its board of directors is composed of Lauder Descendants
ii any other corporation if at least 80% of the value of its

outstanding equity is owned by Lauder

Family Members iii any partnership if at least 80% of the value of its
partnership interests are owned

by Lauder Family Members and iv any limited liability or similar company if at least 80% of the
value of the company is owned by Lauder Family Members The term Family Controlled Trust
includes certain trusts existing on November 16 1995 and trusts the primary beneficiaries of which are
Lauder Descendants spouses of Lauder Descendants and/or charitable organizations provided that if

the trust is wholly charitable trust at least 80% of the trustees of such trust consist of Lauder
Descendants

Registration Rights Agreement Leonard Lauder Ronald Lauder The Estee Lauder 1994
TIust William Lauder Gary Lauder Aerin Lauder Jane Lauder certain Family Controlled
Entities and other Family Controlled Trusts Morgan Guaranty frust Company of New York Morgan
Guaranty and the Company are parties to Registration Rights Agreement the Registration Rights
Agreement pursuant to which each of Leonard Lauder Ronald Lauder and Morgan Guaranty
have three demand

registration rights and The Estee Lauder 1994 Trust has six demand registration
rights in respect of shares of Class Common Stock including Class Common Stock issued upon
conversion of Class Common Stock held by them Three of the demand rights granted to The Estee
Lauder 1994 ftust may be used only by pledgee of The Estee Lauder 1994 Trusts shares of Common
Stock All the parties to the Registration Rights Agreement other than the Company also have an
unlimited number of piggyback registration rights in respect of their shares The rights of Morgan
Guaranty and any other pledgee of The Estee Lauder 1994 Trust under the Registration Rights
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Agreement will be exercisable only in the event of default under certain loan arrangements

Leonard Lauder and Ronald Lauder may assign their demand registration rights to Lauder

Family Members The Company is not required to effect more than one registration of Class

Common Stock in any consecutive twelve-month period The piggyback registration rights
allow the

holders to include their shares of Class Common Stock in any registration statement filed by the

Company subject to certain limitations

The Company is required to pay all expenses other than underwriting discounts and commissions

of the selling stockholders taxes payable by the selling stockholders and the fees and expenses of the

selling stockholders counsel in connection with any demand registrations as well as any registrations

pursuant to the exercise of piggyback rights
The Company has agreed to indemnify the selling

stockholders against certain liabilities including
liabilities arising under the Securities Act of 1933

Stockholders Agreement All Lauder Family Members other than the 4202 Corporation who

beneficially own shares of Common Stock are parties to the Stockholders Agreement The stockholders

who are parties to the Stockholders Agreement beneficially owned in the aggregate shares of

Common Stock having approximately 83% of the voting power of the Company on September 11 2012

Such stockholders have agreed to vote in favor of the election of Leonard Lauder or one of his

sons and Ronald Lauder or one of his daughters and one designee if any of each as directors

See Additional Information Regarding the Board of Directors Stockholders Agreement Parties to

the Stockholders Agreement may without restriction under the agreement sell their shares in widely

distributed underwritten public offering in sales made in compliance with Rule 144 under the

Securities Act of 1933 or to other Lauder Family Members In addition each party to the Stockholders

Agreement may freely donate shares in an amount not to exceed 1% of the outstanding shares of

Common Stock in any 90-day period In the case of other private sales each stockholder who is party

to the Stockholders Agreement the Offering Stockholder has granted to each other party the

Offeree right of first offer to purchase shares of Class Common Stock that the Offering

Stockholder intends to sell to person or group of persons who is not Lauder Family Member

Each Offeree has the opportunity to purchase the Offerees pro rata portion of the shares to be offered

by the Offering Stockholder as well as additional shares not purchased by other Offerees Any shares

not purchased pursuant to the right of first offer may be sold at or above 95% of the price offered to

the Offerees The agreement also includes provisions for bona fide pledges of shares of Common Stock

and procedures related to such pledges The Stockholders Agreement will terminate upon the

occurrence of certain specified events including the transfer of shares of Common Stock by party to

the Stockholders Agreement that causes all parties thereto immediately after such transaction to own

beneficially in the aggregate shares having less than 10% of the total voting power of the Company

Agreements with Aerin Laudet In April 2011 Estee Lauder Inc ELI subsidiary of the

Company entered into creative consultant agreement with Aerin Lauder the Creative

Consultant Agreement and brand license agreement with Ms Lauder and Aerin LLC limited

liability company wholly owned by Ms Lauder the License Agreement In connection with the

agreements she ceased to be Senior Vice President Creative Director of the Estee Lauder brand

Under the Creative Consultant Agreement Aerin Lauder is spokesperson for the Estee Lauder

brand and collaborates with the Estee Lauder Creative Director on creative aspects of the brand as

Style and Image Director The initial term of the agreement expires on June 30 2016 Ms Lauder

received $700000 in fiscal 2012 for her services under the agreement She Wjii receive $728000 in fiscal

2013 For future fiscal years that amount will be increased 4% each year During the term of the

agreement the Company has the exclusive right to use Ms Lauders name and image to market beauty

products and related services of the Estee Lauder brand Ms Lauder agrees to minimum of 35 full

days of personal appearances worldwide per year for the brand the Company or its subsidiaries If ELI

requires Ms Lauder to provide additional days per year she will be paid $21000 per extra day for
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fiscal 2013 with such daily fee increasing $1000 in each subsequent fiscal year Ms Lauder will be

provided with an office and access to an assistant in connection with her services

Under the License Agreement Aerin LLC has granted ELI worldwide license to use the Aerin

trademark and logo and related marks and Ms Lauders name and image exclusively in

connection with Core Beauty Products cosmetics fragrances toiletries skin care hair care value

sets and beauty accessories and ii non-exclusively in connection with Non-Core Beauty Products

cosmetics bags tote bags and fragranced candles The License Agreement covers the name Aerin

and not the name Lauder for which the Company and its subsidiaries retain sole ownership The

initial license term lasts until June 30 2017 with three 5-year renewal terms if ELI does not give notice

of non-renewal and net sales hit certain performance targets or if ELI cures sales shortfall in certain

circumstances Aerin LLC will receive the following royalties for all products other than

fragrances 4% of annual net sales up to $40 million and 5% of annual net sales in excess therof and

ii for fragrances 5% of annual net sales In fiscal 2012 Aerin LLC was paid no royalties as there

were no sales of Aerin-branded products by the Company ELI must spend the following minimum

amounts to promote Aerin-branded products 20% of ELIs net sales of Aerin-branded products each

year
in the initial term and 15% of such net sales each year thereafter with such requirement capped

each year at 50% of Aerin LLCs similar expenditures either directly or through other licensees on

Aerin-branded products Both ELI and Aerin LLC will distribute Aerin-branded products only through

prestige retailers

ELI launched limited capsule collection of some Aerin-branded products in August 2012

Within 12 months of ELIs capsule collection launch ELI may launch additional Aerin-branded

products in its reasonable commercial judgment Ms Lauder has agreed to provide at least ten

personal appearances during each fiscal year for which she will not be compensated and which are in

addition to those appearances covered by the Consultant Agreement ELI will be responsible for her

reasonable travel expenses in connection with such appearances

Aerin LLC may terminate the License Agreement if an unaffiliated third party obtains more than

50% of the voting power or equity of ELI ELI may terminate the License Agreement if control of

Aerin LLC or substantially all of its assets is transferred to competitor of ELC or to certain

categories of retailers not engaged in prestige distribution Either side may terminate the License

Agreement for an uncured material breach

Other Arrangements The Company has subleased certain of its office space in New York to an

affiliate of Ronald Lauder For fiscal 2012 the rent paid or accrued was approximately $723000
which equals the Companys lease payments for that space The Company also has agreed to provide

such affiliate with certain services such as phone systems payroll service and office and administrative

services which are reimbursed at rate approximating the Companys incremental cost thereof For

fiscal 2012 the affiliate paid approximately $11.0 million pursuant to such agreement At June 30 2012
the affiliate had deposited with the Company $1.3 million to cover expenses The Company has similar

arrangements for
space and services with an affiliate of Leonard Lauder and his family For fiscal

2012 that affiliate and/or family members paid the Company $4.8 million for office space and certain

services such as phone systems payroll service and office and administrative services At June 30 2012
the affiliate and family members had deposited with the Company $94000 to cover expenses The

payments by the affiliates and family members approximated the Companys incremental cost of such

space and services

Certain members of the Lauder family and entities affiliated with one or more of them own

numerous works of art that are displayed at the Companys offices The Company pays no fee to the

owners for displaying such works The owners of the works pay for their maintenance In fiscal 2012
the Company paid premiums of about $9000 for insurance relating to such works
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Director Compensation

The following summary describes compensation paid to directors in fiscal 2012

Annual Retainer for Board Service Each non-employee director receives an annual cash retainer of

$75000 payable quarterly An additional $25000 is payable to each non-employee director by grant

of stock units accompanied by dividend equivalent rights as an annual stock retainer in the fourth

quarter of the calendar year The stock units vest upon grant Each stock unit is convertible into shares

of Class Common Stock on or after the first business day of the calendar year following the one in

which the director ceases to be member of the Board The number of stock units to be awarded is

determined by dividing $75000 by the average closing price of the Class Common Stock on the

twenty trading days next preceding the date of grant

Stock Options In addition to the cash and stock portion of the retainer each non-employee

director receives an annual grant of options at maximum cost determined at the date of grant
of

$100000 The exercise price of the options is equal to the closing price of the Class Common Stock

on the date of grant and the options vest and are exercisable one year after the date of grant subject

to post-service limitations

Annual Retainer for Committee Service Each director who serves on Committee receives an

additional annual cash retainer payable quarterly in the following amounts $8000 per year for service

on the Nominating and Board Affairs Committee $12000 per year for service on the Audit

Committee and $8000 per year for service on the Compensation Committee including service on the

Stock Plan Subcommittee The Chairman of the Audit Committee receives further annual cash

retainer of $25000 and the Chairmen of the Compensation Committee and the Nominating and Board

Affairs Committee receive further annual cash retainer of $15000 each

Initial Stock Grant On the date of the first annual meeting of stockholders which is more than six

months after non-employee directors initial election to the Board the director receives grant of

4000 shares of Class Common Stock plus cash payment in an amount to cover related income

taxes

Stock Ownership Requirement Each director is expected to own at least $300000 worth of shares

of Class Common Stock which may include stock units payable in shares or deferred stock units

payable in cash

Deferral Non-employee directors may elect to defer receipt of all or part of their cash-based

compensation The deferrals may take the form of stock units accompanied by dividend equivalent

rights to be paid out in cash or may simply accrue interest until paid out in cash

Management Directors Directors who are also employees of the Company receive no additional

compensation for service as directors These directors are Jane Lauder Leonard Lauder William

Lauder and Fabrizio Freda Aerin Lauder who ceased to be an employee of the Company as of April

2011 continues to be treated as management director and received no additional compensation for

her service as director in fiscal 2012 Information concerning the compensation of the Lauder family

members including those who serve as directors and Mr Freda is described in Executive

Compensation in the case of Mr Lauder and Mr Freda and Certain Relationships and Related

Transactions Lauder Family Relationships and Compensation

Reimbursement of Expenses Non-employee directors are reimbursed for their reasonable expenses

including costs of travel food and lodging incurred in attending Board committee and stockholder

meetings Directors are also reimbursed for any other reasonable expenses relating to their service on

the Board including participating in director continuing education and Company site visits
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Company Products The Company provides directors with representative samples of the

Companys products The Company believes that receiving these products serve business purpose by

expanding the directors knowledge of the Companys business The Company also provides each

director with the opportunity to purchase up to $1280 worth of the Companys products each calendar

year based on suggested retail prices at no charge If directors choose to take advantage of such

opportunities and purchase more than $640 worth of the Companys product the excess is imputed as

taxable income Non-employee directors may also purchase limited amount of Company products at

price equal to 50% off the suggested retail price which is the same program made available to officers

of the Company For the year ended June 30 2012 the aggregate incremental cost to the Company of

these Company products was substantially less than $10000 per director

The following table sets forth compensation information regarding the Companys non-employee

directors in fiscal 2012

Change in

Pension Value

Fees and

Earned or Non-Equity Nonqualified

Paid in Stock Option Incentive Plan Deferred All Other

Cash Awards Awards Compensation Compensation Compensation Thtal

Name $1 $23 $45 Earnings $6 $7
Charlene Barshefsky 83000 83479 $99986 $266465

Rose Marie Bravo 83000 83479 99986 266465

Wei Sun Christianson 83000 313599 99986 $191500 688085

Paul Fribourg 95000 83479 99986 278465

Mellody Hobson 87000 83479 99986 270465

Irvine Hockaday Jr 112000 83479 99986 295465

Richard Parsons 106000 83479 99986 289465

Lynn Forester de

Rothschild 98000 83479 99986 281465

Barry Sternlicht 83000 83479 99986 266465

Richard Zannino 87000 83479 99986 270465

The amount represents annual cash retainer for board service and as applicable retainers for

board committee service or service as chairman of board committee

The amounts set forth in the Stock Awards column represent the aggregate grant date fair value of

restricted stock units granted in the respective fiscal year as computed in accordance with FASB

Accounting Standard Codification Topic 718 Compensation Stock Compensation The amounts

were calculated based on the closing price per share of the Class Common Stock on the NYSE
on the date of grant In addition for Ms Christianson the amount includes $230120 related to the

initial stock grant of 4000 shares made to her in November 2011

Restricted stock units are vested upon grant but are not converted into stock until the first

business day of the January following the date on which the director ceases to serve on the Board

Dividend equivalents on outstanding restricted stock units resulted in additional grants to the

directors on December 14 2011 Presented below are the grant date fair value of each award of

restricted stock units granted in fiscal 2012 as computed in accordance with FASB Accounting

Standard Codification Topic 718 Compensation Stock Compensation and the aggregate number
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of shares of Class Common Stock underlying restricted stock units payable in shares of Class

Common Stock outstanding and held by each of the directors as of June 30 2012

Total Number of

Number of Shares of Class

Shares of Class Common Stock

Common Stock Underlying

Underlying Restricted Stock

Restricted Stock Grant Date Units

Date of Units Granted Fair Outstanding as of

Name Grant Value June 30 2012

Charlene Barshefsky 11/11/11 1451.06 $83479 10546.34

Rose Marie Bravo 11/11/11 1451.06 83479 7263.62

Wei Sun Christianson 11/11/11 1451.06 83479 1465.48

Paul Fribourg 11/11/11 1451.06 83479 2919.82

Mellody Hobson 11/11/11 1451.06 83479 9044.76

Irvine Hockaday Jr 11/11/11 1451.06 83479 13853.40

Richard Parsons 11/11/11 1451.06 83479 9593.20

Lynn Forester de Rothschild 11/11/11 1451.06 83479 10344.80

Barry Sternlicht 11/11/11 1451.06 83479 6408.20

Richard Zannino 11/11/11 1451.06 83479 2217.06

The number of shares of Class Common Stock underlying the restricted stock units granted

to the directors in fiscal 2012 has been adjusted to reflect the two-for-one stock split that was

effective January 20 2012

The amounts set forth in the Option Awards column represent the aggregate grant date fair value

of stock options granted in the respective fiscal year as computed in accordance with FASB

Accounting Standard Codification Topic 718 Compensation Stock Compensation Amounts

shown disregard estimates of forfeitures related to service-based vesting conditions The

fair-market values of stock options granted were calculated using the Black-Scholes options pricing

model based on the following assumptions used in developing the grant valuation for the awards

on November 11 2011 an expected volatility of 34% determined using combination of both

current and historical implied volatilities of the underlying Class Common Stock obtained from

public data sources an expected term to exercise of years from the date of grant risk-free

interest rate of 2.0% and dividend yield of 1.0% The value of any options that will ultimately

be realized by the director grantees if any will depend upon the actual performance of the

Companys Class Common Stock during the term of the option from the date of grant through

the date of exercise

Presented below are the grant date fair values of stock options granted in fiscal 2012 as computed

in accordance with FASB Accounting Standard Codification Topic 718 Compensation Stock
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Compensation and the aggregate number of shares of Class Common Stock underlying stock

options outstanding and held by each of the directors as of June 30 2012

Total Number of

Shares of Class

Number of Common Stock

Shares of Class Underlying Stock

Common Stock Options

Underlying Stock Grant Date Outstanding as of

Date of Options Granted Fair June 30 2012

Name Grant Value

Charlene Barshefsky 11/11/11 4576 $99986 87960

Rose Marie Bravo 11/11/11 4576 99986 14576

Wei Sun Christianson 11/11/11 4576 99986 4576

Paul Fribourg 11/11/11 4576 99986 54308

Mellody Hobson 11/11/11 4576 99986 38076

Irvine Hockaday Jr 11/11/11 4576 99986 24576

Richard Parsons 11/11/11 4576 99986 36688

Lynn Forester de Rothschild 11/11/11 4576 99986 24576

Barry Sternlicht 11/11/11 4576 99986 85638

Richard Zannino 11/11/11 4576 99986 14576

The number of shares of Class Common Stock underlying the stock options granted to the

directors in fiscal 2012 has been adjusted to reflect the two-for-one stock split that was

effective January 20 2012

Fees deferred by certain of the Companys directors in fiscal 2012 and prior years were deferred

pursuant to applicable deferral agreements Ambassador Barshefsky defers her compensation in an

interest-bearing deferral account The interest rate is the Citibank base rate at the last day of the

calendar year Using the Citibank base rate and the applicable federal rate set by the Internal

Revenue Service the AFR at December 31 2011 as the rates for fiscal 2012 no interest

accrued above the AFR in fiscal 2012 Paul Fribourg Mellody Hobson Irvine Hockaday Jr

Lynn Forester de Rothschild and Barry Sternlicht defer their compensation in stock units All

earnings on the fees deferred by these directors were based on the value of hypothetical

investment in shares of Class Common Stock made at the time of the deferral plus the accrual

of dividend equivalents on any dividends paid by the Company on the Class Common Stock

These stock equivalent units are paid out in cash after the director leaves the Board At June 30

2012 the directors held units in respect of the following amounts of shares of Class Common

Stock Paul Fribourg held 21876 Mellody Hobson held 21717 Irvine Hockaday Jr held

61506 Lynn Forester de Rothschild held 54408 and Barry Sternlicht held 28741

The amount for Ms Christianson represents reimbursement for taxes on the initial stock grant

made to her in November 2011

41



Executive Compensation

Compensation Discussion and Analysis

Executive Summaiy

We have now successfully completed three years of our long-term strategy which has driven our

momentum and produced superb results Our business model continued to deliver strong sustainable

sales growth that was highly profitable For the second consecutive year we achieved double-digit sales

gains and record profits despite difficult economic conditions in some key markets These results and

the others described below are also directly attributable to the ongoing determination and collective

talents and efforts of our executive officers as well as the other members of management and our

employees

During fiscal 2012 we achieved many financial milestones including

Record net sales of $9.7 billion 10% higher than the prior year

Record gross margin of 79.5% 150 basis point improvement from the prior year

Record net earnings of $856.9 million and diluted earnings per share of $2.16 24% higher

than the prior year

Record cash flow from operations of $1.1 billion

We also raised the common stock dividend 40 percent split the stock two-for-one repurchased

11.2 million shares for $555.2 million and used $420.7 million for capital expenditures And from July

2009 through June 30 2012 we increased the total market value of the Company by almost 230% or

$14.6 billion

The following summarizes certain executive compensation decisions that affected compensation in

or relating to fiscal 2012

Due in large part to the record financial results described above our named executive officers

achieved fiscal 2012 payout percentages under the Executive Annual Incentive Plan EAIP
ranging from 138% to 142% out of possible maximum of 150% of target bonus opportunities

Actual payouts were determined by applying the payout percentages to the fiscal 2012 target

bonus opportunities and are shown in the Summary Compensation Table

The stock-based compensation awarded to our executive officers in fiscal 2012 was based on

target grant levels an assessment of each executives performance against his or her fiscal 2011

goals and his or her expected future contributions These awards which ranged from 110% to

143% of target were granted in September 2011 and are shown in Grants of Plan-Based

Awards in Fiscal 2012

The Compensation Committee authorized increases in salaries for the President and Chief

Executive Officer and certain other executive officers in connection with their new employment

agreements

As result of the strong performance over the three-year period ended June 30 2012 the

performance share units granted to our executive officers resulted in maximum aggregate

payout of 150% of target Actual payouts for the Named Executive Officers are described in

footnote of the table in Outstanding Equity Awards at June 30 2012 below

Stock ownership guidelines for the executive officers were increased by at least 100%
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2011 Advisory Vote on Executive Compensation

In November 2011 our stockholders voted on an advisory basis on the compensation of the named

executive officers as disclosed in the proxy statement for the 2011 Annual Meeting Over 98% of the

votes cast at that meeting were cast in favor of the proposal Such vote took place after the setting of

compensation levels and the grants made at the start of fiscal 2012 Accordingly the vote was not

considered in those compensation decisions

Overview of Compensation Philosophy and Objectives

Our compensation program
for executive officers is designed to attract and retain high quality

people and to motivate them to achieve both our long-term and short-term goals We believe that the

design and governance of our program supports and aligns executive officers with the business strategy

and the overall goal to continue sustainable growth of net sales profitability and return on invested

capital on an annual and long-term basis

Our executive compensation program
is designed to achieve our business and financial goals by

providing compensation that

aligns executives interests with our long-term and short-term goals

rewards performance at the company business unit and individual levels

is competitive with the compensation practices at other leading beauty and consumer products

companies and

is equitable among our executive officers

We have been in the beauty business for over 65 years and have established strong record of

growth and profitability For the first 50 years we were wholly-owned by the Lauder family Today the

family continues to own significant portion of our outstanding stock Our executive compensation

program reflects our successful track record and the control by the Lauder family It also reflects

decisions of the Compensation Committee and the Stock Plan Subcommittee to shift executive

compensation in the direction of equity-based elements and for our executive officers we believe we

are now generally in line with our peers
as it relates to the mix of cash and equity-based compensation

In fiscal 2012 our executive officers included the Executive Chairman President and Chief

Executive Officer the Group Presidents and the heads of certain functions The Named Executive

Officers are those named in the Summary Compensation Table below As the senior most officers

with the greatest overall responsibility
the Executive Chairman and President and Chief Executive

Officer received the highest levels of compensation including bonus opportunities and equity-based

compensation The two are followed by the Group Presidents by reason of their respective duties and

responsibilities and then by the function heads There is internal equity among similarly situated

executive officers which is intended to foster more team-oriented approach to managing the business

We have entered into employment agreements with our executive officers to attract and retain

strong candidates and to provide the basis for shared mutual understanding of the employment

relationship The employment agreements in effect during fiscal 2012 for our Named Executive Officers

are described under Employment Agreements Our standard employment agreements for executive

officers set forth the mutual understanding regarding termination and severance and non-competition

confidentiality and related covenants but do not include specified amounts of salary bonus

opportunities or equity-based compensation for future years For executive officers who are recruited to

join the Company we will specify levels of salary bonus opportunities and equity-based compensation

grants for certain initial periods or that relate to initial grants e.g to compensate the officer for

amounts or awards that may be forfeited at prior employer Currently employment agreements with
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each executive officer other than Leonard Lauder are based on the standard form of employment
agreements Ronald Lauder is not party to an employment agreement

The compensation program for executive officers is established and administered by the

Compensation Committee and the Stock Plan Subcommittee The Stock Plan Subcommittee approves
the terms of all

grants to executive officers under our share incentive plans including any equity

compensation related terms of prior agreements for executive officers The Compensation Committee
approves all other aspects of executive compensation

Elements of Compensation Allocation

Our executive compensation program consists of the following

base salary

annual cash incentive bonuses and

long-term equity-based compensation including stock options performance share units

PSUs restricted stock units RSUs and market share unit MSU
We also provide competitive benefits and modest perquisites

We generally maintain proportional mix of compensatory elements that reflects the executive

officers role in our Company and provides similar opportunities for executive officers with similar

responsibilities The amounts and allocations for each element and among each element are

determined based on the position and the
type and level of

responsibility of the particular executive

officer internal pay equity and competitive considerations To foster interdependence and collaboration

among brands regions and functions to drive the corporate strategy annual incentives are structured so
that there is alignment of business unit performance with overall

corporate performance Generally we
believe that executive officers should have

greater percentage of their compensation based on

performance in the form of long-term equity-based incentives and then short-term annual cash
incentives followed by base salary

Based on target levels for incentive compensation for fiscal 2012 the mix of pay for executive

officers is shown in the table below

Base Annual Incentive Long-Term Equity

Salary Bonuses Based Incentives Total

William Lauder 23% 46% 31% 100%
Fabrizio Freda 13% 24% 63% 100%
Other Named Executive Officers 18% 30% 52% 100%
All Executive Officers 10 persons 22% 26% 52% 100%

Annual grants are allocated 50% to stock
options and 25% to PSUs and RSUs respectively The

percentages above also include for Mr Freda the fiscal 2012 amounts expensed for the MSU
granted to him in fiscal 2011 and the additional RSU granted to him at the start of fiscal 2010
when he became Chief Executive Officer The MSU which was valued at $10.6 million at the time
of grant is designed to be paid out at the end of fiscal 2014 The additional RSU which was
valued at $4.0 million at the time of grant vested in thirds on July 2010 July 2011 and July
2012

Excludes Leonard Lauder and Ronald Lauder who have not received equity-based

compensation since fiscal 2000
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In general base salary is the only portion of compensation that is assured Annual cash incentives

and PSUs are primarily intended to reward executives for achieving annual and three-year financial

goals respectively
Stock options are primarily intended to align executive officers interests with those

of the other stockholders and provide value to the executive officers only if there is an increase in stock

price after the date of grant RSUs are also intended to align the executive officers interests with those

of other stockholders and to increase the executive officers beneficial ownership of stock in line with

our executive stock ownership policy

In certain circumstances we may also pay amounts necessary to attract an executive to work for us

or to move to particular location This reflects in part the global nature of our business and the

executives that we seek to attract and retain

Base Salaiy We pay base salaries to provide executives with secure base of cash compensation

Generally for executives with base salaries of $1 million or more per year increases in base salary are

not made except in the case of promotions or in the renewal of an employment agreement This

reflects in part the limitation on tax deductibility by us of non-objective performance-based

compensation imposed by Section 162m of the Internal Revenue Code Section 162m See Tax

Compliance Policy below By not authorizing increases in base salary the Compensation Committee

can shift compensation more towards equity-based compensation In determining the amount of base

salary for an executive officer the Compensation Committee primarily considers the executives

position his or her current salary and tenure and internal pay equity as well as competitiveness of the

salary level in the marketplace The Committee also considers the impact of Section 162m and

recommendations from the Executive Chairman President and Chief Executive Officer and the

Executive Vice President-Global Human Resources In connection with his new employment agreement

we increased Mr Fredas base salary from $1500000 to $1750000 effective July 2011 For other

executive officers who entered into new employment agreements base salaries were increased by up to

9.6% based on an assessment of each such officers contributions and to reflect internal equity

considerations

Annual Incentive Bonuses Annual incentives provided under the EAIP are of key importance in

aligning the interests of our executives with our short-term goals and rewarding them for performance

For executive officers the level of bonus opportunities and performance targets are based on the scope

of the executives responsibilities internal pay equity among executives with similar responsibilities and

competitive considerations The measures in our annual incentive program are designed to foster

interdependence and collaboration among brands regions and functions to drive the corporate strategy

by ensuring alignment of business unit performance with overall corporate performance The EAIP is

designed and administered to qualify as objective performance-based compensation under

Section 162m so that bonuses paid out under the plan are tax deductible by us

Aggregate bonus opportunities for executive officers under the EAIP are set annually by the

Compensation Committee For fiscal 2012 the annual incentive bonus payable to each executive is

based on the product of three factors the target for the executive officer the Corporate

Multiplier as described below and the Business Unit Multiplier as described below The target

payout business criteria the performance levels within each multiplier and the threshold target and

maximum payouts associated with each criteria and performance level are set by the Compensation

Committee in consultation with management and the Committees compensation consultant during the

first quarter of the fiscal year The target payout for an executive officer is largely based on the prior

year target amount and is reviewed by the Compensation Committee annually Each of the Corporate

Multiplier and the Business Unit Multipliers is expressed as percentage The percentage is the sum of

the component parts as described in more detail below Target level performance on each of the

criteria will result in multipliers at i00o and payout at 100% of the executive officers target
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opportunity Above-target payouts are earned if performance exceeds 100% of the target up to

maximum set by the Compensation Committee Performance below target will result in payouts below

the executive officers target opportunity provided the minimum threshold has been achieved Failure to

achieve the pre-established minimum threshold level of performance results in no credit for that

particular criteria and depending upon performance in respect of other criteria can result in no bonus

being paid Measurement of performance is subject to certain automatic adjustments such as changes

in accounting principles impairment of intangibles the impact of discontinued operations and

non-recurring income/expenses and the impact on net sales of unplanned changes in foreign currency

rates Such automatic adjustments included the charges associated with restructuring activities and

intangible asset impairment in fiscal 2012

Corporate Multipliei The Corporate Multiplier is comprised of four equally weighted

company-wide performance criteria diluted net earnings per share from continuing operations

Diluted EPS net operating margin percentage NOP Margin net sales and return

on invested capital ROTC The chart below shows the threshold target and maximum for each

criteria making up the Corporate Multiplier as well as the results for fiscal 2012 As performance

exceeded the maximum levels for three of the four measures the payout factors were at 120% of target

for each of Diluted EPS NOP Margin and ROTC and 119.4% for Net Sales resulting in Corporate

Multiplier of 119.9% Each executive officers incentive payment is subject to the Corporate Multiplier

Threshold Target Maximum Actual Performance

Fiscal Payout Payout Payout Payout

2012 of of of of of of of of

Target Target Oppty Target Oppty Target Oppty Target Oppty

Diluted EPS $2.04 50% 50% 100% 100% 105.5% 120% 112.2% 120.0%

NOP Margin 14.6% 50% 50% 100% 100% 102.8% 120% 104.7% 120.0%

Net Sales $9435.3 million 85% 50% 100% 100% 102.5% 120% 102.4% 119.4%

ROIC 22.1% 50% 50% 100% 100% 103.4% 120% 110.4% 120.0%

Corporate Multiplier 119.9%

Net sales are calculated at budgeted exchange rates at the time the target was set Measurement of

performance is subject to certain automatic adjustments described in this section of the

Compensation Discussion and Analysis

Tf actual performance is between the target and the maximum as it was for Net Sales in fiscal

2012 or between the threshold and the target the payout factor is calculated mathematically using the

target level of performance as base As an example for Net Sales each 1% increase in performance

over the target results in an 8% increase in the associated payout factor up to the maximum

performance level of 2.5% or 250 basis points above target Target levels of performance for given

fiscal year are determined based on the Companys internal planning and forecasting processes
and

benchmarked against selected peer companies The establishment of the performance required to

achieve the maximum payout under each measure occurs in similar manner and is approved by the

Compensation Committee

Business Unit Mu1tilie The Business Unit Multiplier works similarly but is based on various

combinations of business criteria at the business unit level including net sales NOP Margin

inventory management productivity and other cost savings and other divisional goals The

weighting of the various measures is fixed for each executive officer depending upon his or her position

and responsibilities and discussed further below As with the Corporate Multiplier target level

performance on all the applicable criteria leads to Business Unit Multiplier of 100% Tf the threshold
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level of performance is not achieved for any of the applicable criteria then the Business Unit

Multiplier would be zero for that criteria

For the Business Unit Multiplier the Global Brands Results and the Regions Results are

consolidations of the units of which they are comprised and the Functions Average is simple average
of the six Corporate Functions For the two Group Presidents the threshold target and maximum for

each criteria making up the Business Unit Multiplier for their respective units as well as the results for

fiscal 2012 are shown in the following table

Actual

Threshold Target Maximum Performance

Fiscal Payout Payout Payout Payout

2012 of of of of of of of of

rget Thrget Oppty Tlrget Oppty Target Oppty Target Oppty

Net Sales

Demsey $5392.5 million 85% 62.5% 100% 100% 103.0% 125% 103.9% 125.0%
ProuvØ $5737.5 million 85% 62.5% 100% 100% 1036% 125% 101.9% 113.5%

NOP Maigin

Demsey 24.5% 85% 62.5% 100% 100% 102.9% 125% 104.4% 125.0%
ProuvØ 29.1% 85% 62.5% 100% 100% 102.4% 125% 102.7% 125.0%

Inventoy Management Days to Sell

Demsey 180 85% 62.5% 100% 100% 105.0% 125% 99.5% 98.9%
ProuvØ 97 85% 62.5% 100% 100% 105.0% 125% 112.8% 125.0%

Inventoiy Management Weighted Forecast

Accuracy

Demsey 64.2% 95% 62.5% 100% 100% 105.0% 125% 98.3% 95.7%
ProuvØ 61.2% 95% 62.5% 100% 100% 105.0% 125% 96.1% 90.2%

Productivity Employee Costs

Demsey $356.6 million 90% 62.5% 100% 100% 103.0% 125% 99.5% 97.9%
ProuvØ $477.3 million 90% 62.5% 100% 100% 103.0% 125% 100.9% 107.8%

Productivity Employee Costs as of Net

Sales

Demsey 6.6% 90% 62.5% 100% 100% 105.0% 125% 103.4% 116.8%
ProuvØ 8.3% 90% 62.5% 100% 100% 105.0% 125% 102.9% 114.5%

Net sales are calculated at budgeted exchange rates at the time the target was set Measurement of

performance is subject to certain automatic adjustments described in this section of the

Compensation Discussion and Analysis

Where performance exceeded the maximum level the payout factors were at 125% of
target In the

case where the actual performance was between the target and the maximum or between the threshold

and the
target the payout factor was calculated mathematically using the target level of performance

and associated payout as base

The Business Unit Multiplier for each Group President and the Executive Vice President and

Chief Financial Officer included business unit strategic objectives tied to our long-term strategy The
goals of the plan at the start of fiscal 2012 were to gain share at least 1% ahead of global prestige

beauty derive more than 60% of sales from outside the United States improve operating margin
increase return on invested capital and reduce inventory days Each of the three executive officers was

assigned goals that accounted for the percentages of his
aggregate bonus opportunity target indicated

below These qualitative performance goals were specifically designed to incentivize each Group
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President and the Executive Vice President and Chief Financial Officer to accomplish the following

objectives
in fiscal 2012

Strategy Alignment and Deployment weighted 2.5% for the Group Presidents and 5% for

the Executive Vice President and Chief Financial Officer Embrace support and cascade the

corporate strategy throughout the organization reinforce key messages and while

demonstrating Principles-Based Actions drive the top priority action items as defined by the

strategic plan

Organization Integration Capabilities Building and Talent Development weighted 5% for

the Group Presidents and 10% for the Executive Vice President and Chief Financial Officer

Through leadership and effective management of employees support and deploy the new

organization design to enhance integration collaboration and efficiency and to leverage best

practices promote and motivate key talent to develop the key capabilities needed to operate

successfully by leveraging
and implementing the Talent Development Program

Business Transformation weighted 5% for the Group Presidents and 10% for the Executive

Vice President and Chief Financial Officer Demonstrate leadership in supporting
the

strategic modernization initiatives and other business transformation processes and

Fiscal 2012 Priority for Business Unit/Function weighted 7.5% for the Group Presidents and

10% for the Executive Vice President and Chief Financial Officer Define uniquely relevant

strategies with cascading choices for the particular business unit or function that are consistent

with the Fiscal 2013 strategic plan

After the end of fiscal 2012 the Executive Chairman President and Chief Executive Officer and

Executive Vice President Global Human Resources with appropriate input from other employees of

the Company reviewed the actions taken by each Group President and the Executive Vice President

and Chief Financial Officer and based on those achievements recommended the payout percentages

shown in the table below with maximum of 125% The assessment of these achievements and

related payouts were confirmed by the Compensation Committee in its business judgment

EAIP Payout Percentage The product of the Business Unit Multiplier and the Corporate

Multiplier result in the EAIP payout percentage Payout percentages can range between zero and 150%

of target
If all performance was at target level then the payout to the executive officer would be 100%

of his or her target payout If all performance was at the threshold level then the payout to the

executive officer would equal 31.25% of his or her target payout If performance was below threshold

on all the criteria that went into the Corporate Multiplier or the Business Unit Multiplier then there

would be no payout to the executive officer If performance was at or above maximum performance

levels on all performance criteria then the payout to the executive officer would equal 150% of his or

her target payout As noted the weightings of the various criteria for an executive officers Business

Unit Multiplier depend upon the executive officers position and responsibilities as shown in the

calculation of the Business Unit multiplier below The overall brand and region performance is

consolidation of the performance on the financial criteria discussed above of the relevant brands or

geographies
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General We consider equity-based compensation awarded under our Amended and Restated

Fiscal 2002 Share Incentive Plan to be of key importance in aligning executives with our long-term

goals and rewarding them for performance The awards also provide an incentive for continued

employment with us Each year
since fiscal 2006 we have granted to certain executive officers

combination of stock options RSUs and PSUs However since fiscal 2000 no grants
of any equity-

based compensation have been made to Leonard Lauder or Ronald Lauder The Stock Plan

Subcommittee typically makes equity-based compensation awards to our executive officers at its

regularly scheduled meeting during the first quarter
of the fiscal year There is no relationship between

the timing of the granting of equity-based awards and our release of material non-public
information

The target and actual amounts and allocation of equity-based compensation granted to the named

executive officers reflect the business judgment of the Stock Plan Subcommittee after consultation with

its executive compensation consultant and our senior management As with each other element of

compensation and compensation overall the Stock Plan Subcommittee or the Compensation

Committee for non-equity-based compensation its executive compensation consultant and

management and its consultant take into account the level of responsibility of the particular executive

officer recent performance and expected future contributions of the executive officer internal pay

equity and competitive practice They also consider applicable employment agreements and our desire

to shift toward more equity-based compensation as percentage of the total mix of compensation

For each Named Executive Officer the calculation of his EAIP Payout including both his

Business Unit Multiplier weighted accordingly and the Corporate Multiplier
is as follows

William Lauder Fabrizio Freda John Demsey Cedric ProuvØ Richard Kunes

Actual Actual Actual Actual Actual

of weighted of weighted weighted weighted weighted

Oppty at payout Oppty at payout of payout of payout of payout

Target Target Target Target Target

Global Brands Results 60% 115.8% 60% 115.8% 10% 115.8% 10% 115.8% 35% 115.8%

Regions Results 30% 116.3% 30% 116.3% 5% 116.3% 5% 116.3% 15% 116.3%

Functions Average 10% 117.2% 10% 117.2% 5% 117.2% 5% 117.2% 10% 117.2%

Business Unit Strategic

Objectives
20% 115.5% 20% 113.1% 30% 114.2%

Division Net Sales
20% 125.0% 20% 113.5%

Division NOP

Margin
20% 125.0%

Inventoly Management
10% 94.6%

Productivity
10% 116.2% 10% 123.4%

Business Unit

Multiplier
100% 116.1% 100% 116.1% 100% 117.4% 100% 115.4% 100% 116.3%

Corporate

Multiplier
119.9% 119.9% 119.9% 119.9% 119.9%

EAIP Payout
139.1% 139.1% 140.8% 138.3% 139.4%

Net sales are calculated at budgeted exchange rates at the time the target was set Measurement of

performance is subject to certain automatic adjustments described in this section of the

Compensation Discussion and Analysis

For more information about the potential
bonus opportunities

of our Named Executive Officers

for fiscal 2012 and the actual payouts made in respect
of fiscal 2012 performance see Grants of

Plan-Based Awards in Fiscal 2012 and Summary Compensation Table

Long-Term Equity-Based Compensation

20% 125.0%

10% 99.8%

10% 118.1%
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While the Subcommittee and our senior management review the components of total direct

compensation with the assistance of their consultants they first analyze for each
type of position in the

executive officer group total direct compensation to gauge the extent to which it is broadly aligned
with that of our executive compensation peer group The Subcommittee and our senior management
then review the elements of compensation i.e base salary annual cash incentive bonus opportunities
and long-term equity-based compensation opportunities and determine mix of these elements as

percentage of total direct compensation that is performance-oriented and reasonable when compared
with the peer group given our belief that executive officers should have greater percentage of their

compensation in the form of variable shorter and longer-termed incentive compensation The equity-
based elements also serve as retention mechanism and to help executive officers acquire sufficient

shares of Class Common Stock to satisfy the executive stock ownership guidelines

The allocation among the different types of awards in fiscal 2012 approximately 50% stock

options 25% PSUs at target level and 25% RSUs reflects in the business judgment of the

Subcommittee balance among motivating the executive officers rewarding performance mitigating
risk and helping the executive officers increase their equity ownership

No specific weightings were used to determine the specific amounts or the total mix of the equity-
based compensation As with the amount of equity-based compensation granted the allocation amongst
the alternative equity-based compensation elements are compared with practices of the peer group
companies noted below to make sure they are competitive and appropriate

Stock Options Stock options typically represent about 50% of the grant date value of the equity-
based compensation granted to such executive officers We believe that stock options are performance-
based because the exercise price is equal to the closing price of the underlying Class Common Stock

on the date the option is granted Despite the value attributed on the date of grant for accounting

purposes value is realized by the executive officer only to the extent that the stock price exceeds such

price during the period in which the executive officer is entitled to exercise the options and he or she
exercises them The ability to exercise the options is limited by our Policy on Avoidance of Insider

Trading described below Options granted to our executive officers generally become exercisable in

equal installments approximately 16 months 28 months and 40 months after the date of grant

Performance Share Units We have granted PSUs to certain of our executive officers PSUs
typically represent approximately 25% of the grant date value of the equity-based compensation
granted to such executive officers The PSUs are generally rights to receive shares of our Class

Common Stock if certain company-wide performance criteria are achieved during three-year

performance period PSUs are expressed in terms of opportunities Each opportunity is based on

particular business criteria that are considered important in achieving our overall financial goals The
Stock Plan Subcommittee approves the performance target for each opportunity during the first

quarter
of the three-year perfonnance period The long-range plan is determined based on our internal

planning and forecasting processes and benchmarked against selected peer companies Each

opportunity is expressed in shares to be paid out if performance equals 100% of the target PSUs are

accompanied by dividend
equivalents that are paid in cash Assuming shares are paid out on PSU

the cash amount paid to the executive officer is equal to the dividends paid per share over the

performance period times the number of shares paid out

The aggregate amount of PSU
represents the aggregate payout if the performance of all

opportunities equal 100% of the related target performances An above-target payout can be achieved
under particular opportunity if the performance associated with such opportunity exceeds 100% of
the target up to maximum set by the Stock Plan Subcommittee payout for performance below

target may be made provided significant portion of the
target has been achieved Failure to achieve

the pre-established minimum threshold amount would result in no payout being made under the

opportunity Measurement of performance is subject to certain automatic adjustments such as changes
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in accounting principles the impact of discontinued operations and non-recurring income or expenses
Such automatic adjustments include unplanned impact of foreign currency changes and returns and

charges associated with restructuring activities The targets for the PSU opportunities and

corresponding payouts for PSUs granted in fiscal 2010 for the three-year period ended June 30 2012

were based on compound annual growth rates CAGR in company-wide net sales Diluted EPS and

ROIC as follows

Fiscal

2010 Actual

Threshold Target Maximum Performance
through ____________ ____________

Fiscal Payout Payout Payout Payout

2012 of of of of of of of of

Target1 Target Oppty Target Oppty Target Oppty Target Oppty

Net Sales CAGR 3.6% 90% 50% 100% 100% 110% 150% 115.5% 150%
Diluted EPS CAGR 23.5% 85% 50% 100% 100% 115% 150% 171.4% 150%
ROIC CAGR 16.8% 85% 50% 100% 100% 115% 150% 141.9% 150%

Net sales are calculated at budgeted exchange rates at the time the target was set Measurement of

performance is subject to certain automatic adjustments described in this section of the

Compensation Discussion and Analysis

Each 1% increase in performance over the threshold results in 5% increase in associated payout
for Net Sales and 3/3% increase in associated payout for Diluted EPS and ROTC up to the target

performance levels and associated payouts For the PSUs that were paid out after the end of fiscal

2012 all three exceeded the level for maximum payout

The targets for the PSU opportunities and corresponding payouts for PSUs granted in fiscal 2012

for the three-year period ending June 30 2014 are based on CAGR in company-wide net sales Diluted

EPS and ROTC weighted equally as follows

Fiscal

2012

through
Threshold Target Maximum

Fiscal Payout Payout Payout

2014 of of of of of of

Target Target Oppty Target Oppty Thrget Oppty

Net Sales CAGR 6.5% 90% 50% 100% 100% 104.4% 150%
Diluted EPS CAGR 10.5% 85% 50% 100% 100% 113.2% 150%
ROIC CAGR 1.7% 85% 50% 100% 100% 108.1% 150%

Net sales are calculated at budgeted exchange rates at the time the target was set Measurement of

performance is subject to certain automatic adjustments described in this section of the

Compensation Discussion and Analysis

Payouts for an opportunity only will be made if performance exceeds the pre-established minimum
threshold for such opportunity

Target ROTC decrease of 1.7% reflects plans for additional capital investments to be made during
the three-year period

The goals above were based on the long-term strategic plan and the conditions that existed at the

start of fiscal 2012 We believe the targets when they were set were reasonably aggressive

Restricted Stock Units RSUs are the right to receive shares of our Class Common Stock over

period of time and typically represent approximately 25% of the grant date value of the equity-based

compensation granted to our executive officers RSUs are granted to executive officers to serve as
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retention mechanism and to help them build their equity ownership in the Company RSUs are also

intended to help executive officers acquire sufficient shares of Class Common Stock to satisfy the

executive stock ownership guidelines
introduced in fiscal 2007 and increased in fiscal 2012 RSUs are

accompanied by dividend equivalents
that are paid in cash At the time an RSU vests the cash amount

paid to the executive officer is equal to the dividends paid per share between the grant date and the

vesting date times the number of shares paid out

The RSUs granted to executive officers in fiscal 2012 generally vest ratably in thirds on

October 31 2012 October 31 2013 and October 31 2014

Equily-Based Compensation Granted in Fiscal 2012 As stated above target
award levels and

actual grants of equity made to executive officers are determined by taking into account many factors

One of those factors is an assessment of recent performance and expected future contributions For the

Executive Chairman and the President and Chief Executive Officer this determination is made by the

Stock Plan Subcommittee for the remaining executive officers recommendation is made by the

executive officers immediate manager but the actual grant is approved by the Stock Plan

Subcommittee The resulting equity grant percentages are shown in the table below and were applied

to the fiscal 2012 target equity award levels to arrive at the actual fiscal 2012 equity awards

Named Executive Officer Fiscal 2012 Equity Grant

William Lauder 143.3%

Fabrizio Freda 132.3%

John Demsey 123.9%

Cedric ProuvØ 118.6%

Richard Kunes 119.4%

For more information about the actual equity grants made to our Named Executive Officers for

fiscal 2012 see Grants of Plan-Based Awards in Fiscal 2012 and Summary Compensation Table

Peer Group and Compensation Consultant

We consider the compensation practices of peer group of companies for the purpose of

determining the competitiveness of our total compensation and various elements but we do not target

specific percentile We believe the peer group reflects the market in which we compete for executive

talent The Committee refers to the peer group data when considering compensation levels and the

allocation of compensation elements for executive officers Except as noted below the peer group used

for compensation in fiscal 2012 was last revised in fiscal 2010 and includes

Avon Products Limited Brands

Clorox Co PepsiCo

Colgate-Palmolive
Polo Ralph Lauren

Elizabeth Arden Procter Gamble

Gap Revlon

International Flavors Fragrances Starbucks

Johnson Johnson Tiffany Co

Aiberto Culver previously
included in the peer group is now owned by Unilever

The Compensation Committee has engaged Compensation Advisory Partners CAP as its

consultant for executive compensation purposes The consultants from CAP report directly to the

Compensation Committee and work with both the Committee including the Subcommittee and

management to among other things provide advice regarding compensation structures in general and

competitive compensation data They also review for the Committee and/or Subcommittee information
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prepared by management All of the decisions with respect to determining the amount or form of

executive compensation under the Companys executive compensation programs are made by the

Committee or Subcommittee alone and may reflect factors and considerations other than the

information and advice provided by the consultants No other services were provided by CAP to the

Compensation Committee or to management

In order to supplement its internal resources and to help the Committee and Subcommittee as

necessary the Company has engaged separate
consultant Towers Watson to assist with compensation

matters in general and with executive compensation as well

Role of Executive Officers

As noted above executive compensation is set by the Compensation Committee and Stock Plan

Subcommittee In performing this function the Committee and Subcommittee rely on the Executive

Chairman President and Chief Executive Officer and the Executive Vice President Global Human

Resources the EVP HR to provide
information regarding

the executive officers the executive

officers roles and responsibilities
and the general performance of the Company the executive officers

and the various business units that they manage The three executive officers providing support take

directions from and bring suggestions
to the Compensation Committee and Stock Plan Subcommittee

They suggest performance measures and targets
for each of the executive officers under the EAIP and

for PSUs They also make suggestions regarding terms of employment agreements
The final decisions

regarding salaries bonuses including measures targets
and amounts to be paid equity grants

and

other compensation matters related to executive officers are made by the Compensation Committee or

Stock Plan Subcommittee as the case may be The EVP HR and her staff work with the Executive

Vice President and General Counsel and her staff as well as CAP Towers Watson and outside counsel

in this context

Other Benefits and Perquisites

Benefits
We determine benefits for executive officers by the same criteria applicable

to the

general employee population in the location where the executive officer is situated except as noted

below In general benefits are designed to provide protection
to the executive and/or his or her family

in the event of illness disability or death and to provide reasonable levels of income upon retirement

The benefits are important in attracting and retaining employees and to alleviate distractions that may

arise relating to health care retirement and similar issues Executive officers are entitled to the

following two benefits that are not generally
available to the general population supplemental

executive life insurance with face amount of $5 million $10 million for Mr Freda and

company-paid medical reimbursement For costs associated with such programs see Note to the

Summary Compensation Table below

Perquisites
We provide limited perquisites

to our executive officers The perquisites
include an

annual perquisite
allowance of $20000 for the Executive Chairman and the President and Chief

Executive Officer and $15000 for the other executive officers other than the Lauders personal

use of company car or cash in lieu of company car financial counseling costs up to $5000 per

year and spousal
travel On occasion we will provide expense

reimbursements relating to

relocations We believe these perquisites help to attract and retain executive officers and are more

cost-effective to us than providing
additional salary to the executive officers because the perquisite

amounts are not included in calculating pension benefits

Post-Termination Compensation

Retirement Plans We provide
retirement benefits to our employees in the United States which

cover the named executive officers under the Estee Lauder Companies Retirement Growth Account
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Plan the RGA Plan the related Estee Lauder Inc Benefits Restoration Plan the Restoration
Plan and the Estee Lauder Companies 401k Savings Plan Executive officers who have worked for
our subsidiaries outside the United States may also be covered under plans covering such employeesAs with other benefits the retirement plans are intended to enable us to attract and retain employeesThe plans provide employees including the executive officers with an opportunity to plan for future
financial needs during retirement For more detailed discussion on the retirement plans see Pension
Benefits

In addition certain executive officers such as Mr Freda who joined us mid-career or who
forfeited certain retirement benefits from their former employers to join us have been provided with
non-qualified supplemental pension arrangements

Deferred Compensation We currently allow executive officers to defer portion of their base
salary and annual bonus Under the terms of their employment agreements and the EAIE each of theNamed Executive Officers may elect to defer all or part of his incentive bonus compensation subject to
the requirements of Section 409A of the Internal Revenue Code Section 409A The ability to defer
is provided to

participating executive officers as way to assist them in
saving for future financial needs

with
relatively little cost to us The amounts deferred are general obligation of ours and the cash that

is not paid currently may be used by us for our general corporate purposes For more detailed
discussion on deferred compensation see the Nonqualified Deferred Compensation in Fiscal 2012 and
at June 30 2012 table and the accompanying narrative below

Potential Payments upon Termination of Employment As discussed in more detail under Potential
Payments upon Termination of Employment or Change of Control beginning on page 71 the Named
Executive Officers employment agreements provide for certain payments and other benefits in the
event their employment is terminated under certain circumstances such as disability death termination
by us without cause termination by us for material breach and non-renewals of their employment
arrangement or termination by the executive officer for good reason

following change of control
In view of the Lauder familys ownership of shares with over 86% of the voting power they have

the ability to determine whether our company will undergo change of control In order to protect
the interests of the executive officers and to keep them involved and motivated during any process that
may result in change of control certain of our outstanding equity compensation agreements contain
provisions that accelerate

vesting or may accelerate
exercisability of equity-based awards uponchange of control However under our employment agreements with our executive officers and in

stock option and RSU Agreements for grants made in fiscal 2012 the executive officers will receive
severance benefits or acceleration of benefits after change of control only if we terminate the
executive officer or the executive officer terminates his or her employment for good reason

We place great value on the long-term commitment that many executive officers have made to us
In addition to recognizing the service they have provided during their tenure we attempt to motivatethem to act in manner that will provide longer-term benefits to us even as they approach retirement
In this regard stock options RSUs and PSUs granted to executive officers who are

retirement-eligiblecontain provisions that allow the executive officers to continue to participate in the longer-term success
of the business following retirement For example stock options become immediately exercisable uponretirement and are exercisable for the remainder of their ten-year terms In addition to the extent the
performance is achieved retirees PSUs will vest in accordance with the original vesting schedule

The Amended and Restated Fiscal 2002 Share Incentive Plan provides for forfeiture of awards in
the event that after termination of employment participant which includes individuals who are not
executive officers competes with or otherwise conducts herself or himself in manner adversely
affecting the Company
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Tax Compliance Policy

We are aware of the limitations on deductibility for income tax purposes of certain compensation

in excess of $1 million per year paid to our most highly compensated executive officers under

Section 162m While significant portions of the compensation program as it applied to such persons

in fiscal 2012 were generally designed to take advantage of exceptions to Section 162m such as the

performance-based exception for annual bonuses PSUs MSUs and stock options certain

non-deductible compensation such as the RSUs was authorized

Tax and Accounting Implications of Each Form of Compensation

Salary is expensed when earned Amounts are tax deductible except for certain annual payments

over $1 million to the President and Chief Executive Officer and the three highest paid executive

officers other than the President and Chief Executive Officer collectively the Covered Executives

Annual bonuses under the EAIP are expensed during the year in which performance is being

measured Bonuses paid out under the EAIP are tax deductible

Stock options are expensed at grant date fair value over the requisite service period Outstanding

options have been granted pursuant to stockholder-approved plans and should therefore be deductible

for tax purposes under Section 162m The deduction is taken by us in the tax year in which the

option is exercised and the deductible amount per share is equal to the spread between the option

exercise price and the price of the stock at the time of exercise

PSUs are expensed at grant date fair value over the applicable performance period Outstanding

PSUs have been granted pursuant to stockholder-approved plan and should therefore be deductible

for income tax purposes under Section 162m Tax deductions for PSUs are taken in the fiscal year in

which the PSUs are paid out The deductible amount equals the aggregate value of the shares and

dividend equivalents paid on the day of payout

RSUs are expensed at grant date fair value over the requisite service period RSUs are tax

deductible in the tax year when the shares are paid out except when payouts are made to person who

is Covered Executive at the time of payout to the extent such Covered Executives compensation

exceeds the Section 162m limitations Non-deductible RSUs were paid out in fiscal 2012 For RSUs
that are deductible the deductible amount equals the aggregate value of the shares and dividend

equivalents paid on the day of payout subject to the 162m limitations

The MSU is expensed at grant date fair value over the applicable performance period The MSU
has been granted pursuant to stockholder-approved plan and should therefore be deductible for

income tax purposes under Section 162m The deductible amount equals the aggregate value of the

shares and dividend equivalents paid on the day of payout

Executive Stock Ownershz Guidelines

In fiscal 2012 we revised our stock ownership guidelines for executive officers to increase the

amount of shares to be owned in order to further align their interests with those of our stockholders

Each executive officer in office prior to January 2012 has three
years to meet his or her target

increase Targets are tiered depending on an executive officers position and are expressed as multiples

of annual salary times was 2.5 for the Executive Chairman and the President and Chief Executive

Officer times was 1.5 for Group Presidents times was 1.0 for the Executive Vice President and

Chief Financial Officer and 2.0 times was 1.0 for other executive officers person who became or

who becomes an executive officer after January 2012 has five years to meet the targets As of

June 30 2012 all executive officers owned shares including RSUs that exceed the guidelines

applicable to them Shares held directly by the executive officer or by his or her family members or in

controlled entities and unvested RSUs are included in determining the value of the shares held
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Policy on Avoidance of Insider Trading

Our executive officers as well as members of our Board of Directors and employees at senior

levels and in sensitive areas throughout our organization are subject to our policy on avoidance of

insider trading Under this policy such people are prohibited from buying or selling shares of our stock

during regular and special blackout periods This also applies to the exercise of stock options and sale

of the underlying shares Moreover prior to any trade executive officers directors and such employees

must obtain preclearance from our Legal Department

We do not restrict pledges of securities but require that pledges of securities be precleared by our

Legal Department While shares of our stock held in brokerage margin accounts can be considered to

be pledged we do not consider margin accounts to be subject to our preclearance policy

Recoupment Policy

Annual and long-term incentive compensation whether in the form of stock options or paid or

payable in cash or equity RSUs PSUs and MSUs awarded to executive officers are subject to an

executive compensation Recoupment policy also known as clawback Under the policy recoupment

would apply in the event of an accounting restatement resulting from material noncompliance with

financial reporting requirements under the applicable securities laws Recoupment would apply to any

current or former executive officer who received incentive compensation within the three-year period

prior to the restatement and the amount to be recouped would be the amount in excess of what the

executive officer would have been paid under the restatement

Compensation Committee and Stock Plan Subcommittee Report

The Compensation Committee and the Stock Plan Subcommittee have reviewed and discussed with

management the foregoing Compensation Discussion and Analysis in this Proxy Statement on

Schedule 14A Based on such review and discussions the Compensation Committee and the Stock Plan

Subcommittee have recommended to the Board of Directors that the Compensation Discussion and

Analysis be included in this proxy statement and incorporated by reference into the Companys Annual

Report on Form 10-K for the year
ended June 30 2012

Compensation Committee Stock Plan Subcommittee

Richard Parsons Chair Rose Marie Bravo

Rose Marie Bravo Paul Fribourg

Paul Fribourg Barry Sternlicht

Barry Sternlicht
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Summary Compensation Table

The following table footnotes and narratives describe the compensation during the past three

fiscal
years

for our Chief Executive Officer our Chief Financial Officer and our three other

most highly compensated executive officers in our fiscal year ended June 30 2012 fiscal 2012 The

fiscal
year

ended June 30 2011 is referred to as fiscal 2011 and the fiscal year ended June 30 2010 is

referred to as fiscal 2010

Change in

Pension Value

and

Nonqualified

Deferred

Compensation All Other

Name and Principal Earnings Compensation Total

Position
___________ _____________ ____________ _______________

$6 $7
William Lauder $856447 $181014 $9577315

Executive Chairman 291340 87586 8193169

470977 65514 8489159

Fabrizio Freda 4522000

President and Chief 3801000

Executive Officer 3648950

Richard Kunes 2012

Executive Vice 2011

President and Chief 2010

Financial Officer

Mr Kunes was Executive Vice President and Chief Financial Officer until August 20 2012 He is

currently Executive Vice President Senior Advisor to the President and Chief Executive Officer

and expects to remain in that position until his retirement on June 30 2013 On August 20 2012

Tracey Travis became Executive Vice President and Chief Financial Officer

Stock awards for Mr Freda in each year reflect annual
grants

of RSUs and PSUs as well as an

additional grant of RSUs valued at $4000000 that vested in thirds through July 2012 that was

made to him at the start of fiscal 2010 when he became President and Chief Executive Officer

and the grant of the MSU valued at $10553722 at the time of grant as described below that

was made to him in connection with the renewal of his employment agreement on February

2011 Each of these grants as well as other RSUs and PSUs generally will be earned by

Mr Freda over multiple fiscal years See Note below If one were to allocate and view the

amounts expensed for accounting purposes for the additional RSU and the MSU in the fiscal years

expensed then the amount of Stock Awards and Total compensation for Mr Freda would be

as follows

Total

Year
____________

$a
2012 $17132575

2011 13311472

2010 12816486

Non-Equity

Incentive

Stock Option Plan

Salary Bonus Awards Awards Compensation

___ $3 $4 $5
2012 $1500000 $0 $1615780 $1249924 $4174150

2011 1500000 1263234 1250009 3801000

2010 1500000 1825000 978718 3648950

2012 1750000 3490631 3125033

2011 1500000 13080190 2499998

2010 1500000 6687527 1957447

John Demsey 2012

Group President 2011

2010

Cedric ProuvØ 2012

Group President- 2011

International 2010

2007478 1772850

1663417 1646002

1041647 745200

1000000

1000000

1000000

1000000

1000000

1000000

870000

870000

870000

1825177

1536987

928651

1576905

1453875

813122

561546

494220

496243

478630

215184

272497

396740

157293

200853

229488

122610

160416

3378200

2940550

2671900

2903850

2322250

2076000

1048150

962900

927600

1674096

1520892

745200

1527511

1438701

662400

150027

91636

81875

51595

58550

50014

49833

363324

348825

57228

49553

45908

13599237

21467044

14372042

8688753

7523703

5781258

7849696

6900746

5299529

5309282

4897639

3479446

Stock Awards

$a
$7023969

4924618

5131971

The amount to be expensed for accounting purposes for the MSU in each of fiscal 2013

and 2014 is $3088894
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Amounts represent the aggregate grant date fair value of RSUs PSUs and the MSU granted in

the respective fiscal year computed in accordance with Financial Accounting Standards Board

Accounting Standard Codification Topic 718 Compensation Stock Compensation FASB ASC

Topic 718 Amounts shown relating to RSUs and PSUs disregard estimates of forfeitures related

to service-based vesting conditions and were calculated based on the closing price of our Class

Common Stock on the NYSE on the date of grant as adjusted for the two-for-one stock split that

was effective January 20 2012 The prices similarly adjusted for the stock split were $16.75 on

July 2009 $17.00 on September 2009 $16.84 on September 2009 $29.04 on September

2010 and $49.085 on September 2011 For PSUs the amount included was calculated based on

the probable e.g likely outcome with respect to satisfaction of the performance conditions at the

date of grant which is the target payout consistent with the recognition criteria in FASB ASC

Topic 718 excluding the effect of estimated forfeitures The maximum potential value of PSUs

assuming the grant date stock price awarded at the date of grant for fiscal 2012 2011 and 2010

respectively were as follows Mr Lauder $937573 $957352 and $750006 Mr Freda $2343711

$1914705 and $1500012 Mr Demsey $1329565 $1260634 and $597890 Mr ProuvØ

$1255643 $1164819 and $597890 and Mr Kunes $1145644 $1101832 and $531488 The

payout of PSUs could be as low as zero depending on performance over the relevant period and

the value of any payout will depend on the stock price at the time of payout For description of

the performance criteria applicable to the PSUs see Compensation Discussion and Analysis

Elements of Compensation Allocation Long-Term Equity-Based Compensation Performance

Share Units For Mr Freda the amount shown for fiscal 2011 also includes the grant date fair

value of the MSU granted to him on February 2011 of $10553722 The grant date fair value

was calculated using lattice model with Monte Carlo simulation with the following assumptions

contractual life of 41 months weighted-average expected volatility of 29% weighted-average

risk-free interest rate of 1.6% and weighted-average dividend yield of 1.0% The expected stock

price volatility assumption is combination of both current and historical implied volatilities from

options on the underlying stock at the time of grant The implied volatilities were obtained from

publicly available data sources The expected life is equal to the contractual term of the grant The

average risk-free interest rate is based on the U.S Treasury strip rates over the contractual term of

the grant and the average dividend yield is based on historical experience The payout of the MSU
could be as low as zero depending upon stock price or performance during the applicable period

in 2014 and the value of any payout will depend upon the stock price at the time of payout See

Employment Agreements Fabrizio Freda

Amounts represent aggregate grant date fair value of stock options granted in the respective fiscal

year to the Named Executive Officers computed in accordance with FASB ASC Topic 718

Amounts shown disregard estimates of forfeitures related to service-based vesting conditions The

fair values of stock options granted were calculated using the Black-Scholes options pricing model

based on the following assumptions

Expected Risk-Free

Expected Term to Dividend Interest

Date of Grant Volatility Exercise Yield Rate

Sep 2011 34% 1.0% 2.0%

Sep 2010 30% 1.1% 2.4%

Sep 2009 30% 2.0% 3.3%

The expected volatility assumption is combination of both current and historical implied

volatilities of the underlying stock The implied volatilities were obtained from publicly available

data sources See Grants of Plan-Based Awards in Fiscal 2012 for information about option

awards granted in fiscal 2012 and Outstanding Equity Awards at June 30 2012 for information
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with
respect to options outstanding at June 30 2012 The actual value if any realized by an

executive officer from any option will depend on the extent to which the market value of our

Class Common Stock exceeds the exercise price of the option on the date the option is

exercised Accordingly there is no assurance that the value realized by an executive officer will be

at or near the amounts set forth in the table These amounts should not be used to predict stock

performance

The amounts represent incentive payments made in
respect

of each fiscal year under our EAIR
See Grants of Plan-Based Awards in Fiscal 2012 for the potential payouts to which the executive

was entitled depending on the outcome of the performance criteria For description of the

performance criteria see Compensation Discussion and Analysis Elements of Compensation
Allocation Annual Incentive Bonuses

The amounts represent the aggregate change in each fiscal year in the actuarial present value of

each Named Executive Officers accumulated pension benefits under the RGA Plan and the

Restoration Plan to the extent the Named Executive Officer participates There was no above

market portion of interest earned during fiscal 2012 2011 and 2010 on the deferred compensation

balances maintained for Messrs Lauder and Kunes who are the only Named Executive Officers

with such balances See Nonqualified Deferred Compensation in Fiscal 2012 and at June 30
2012 and the related discussion for description of our deferred compensation arrangements

applicable to executive officers For Mr Freda the amount also represents supplemental deferral

intended to replicate pension benefits foregone at his former employer plus earnings on such

deferral See Pension Benefits below

Amounts reported for fiscal 2012 fiscal 2011 and fiscal 2010 respectively are found in the table

below

Matching Personal

401k Use of

Savings Plan Company

Contributions Company-Paid Company-Paid Leased Companion Relocation

Made on Premiums for Medical Perquisite Financial Auto or or Home or

Behalf of the Executive Life Reimbursement Allowance Counseling Auto Leave Transition

Name Year Executives Insurance Program Allowance Travel Payments

Mr Lauder 2012 $10000 $18598 $8795 $40000 $10000 $19154 $6579 $0

2011 9800 39652 8076 20000 5000 5058

2010 9800 44277 5000 6437

Mr Freda 2012 10000 35735 8795 34600 10000 16876 34021

2011 9800 15900 8076 7239 5000 17068 28553

2010 15900 32761 5000 4400 15922 7892

Mr Demsey 2012 10000 14300 8795 15000 3500

2011 9800 14300 8825 15000 3500 7125

2010 9800 14300 15000 3500 7414

Mr ProuvØ 2012 9800 3600 8043 15000 3500 3116 6774

2011 9425 3600 8068 15000 3500 6431 317300

2010 9425 3600 15000 3500 317300

Mr Kunes 2012 8700 15185 8043 15000 5000 5300

2011 8700 4900 8068 15000 5000 7885

2010 9800 4900 15000 5000 11208

The perquisite allowance and financial counseling plans are administered on calendar basis

which accounts for the variation in amounts for particular fiscal year

In addition to the above in fiscal 2005 we instituted flight safety policy which currently provides

that our Chairman Emeritus our Executive Chairman and our Chief Executive Officer should not

fly together for any reason One effect of the policy was to increase the costs of certain
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non-business trips
for Mr Lauder In order to remedy this we allowed Mr Lauder to use

Company- provided aircraft for non-business trips where it was necessary to comply with the flight

safety policy at an incremental cost to us of $67888 in fiscal 2012 We also make available to our

employees including the Named Executive Officers the ability to obtain limited amount of our

products for free or at discount The incremental cost of the free product program to us did not

exceed $1000 in any fiscal
year

for any of the Named Executive Officers The sales of product to

employees at discount are profitable for us

Employment Agreements

The material terms of each Named Executive Officers employment agreement are described

below

William Lauder Under his employment agreement effective July 2010 Mr Lauder is an

employee-at-will and he will continue as Executive Chairman until his retirement or other termination

of his employment The agreement provides that his base salary and bonus opportunities will be set by

the Compensation Committee and that his equity grants are to be determined by the Stock Plan

Subcommittee In addition to benefits generally available to senior executives e.g annual perquisite

reimbursement under our Executive Perquisite Plan up to $20000 financial counseling services up to

$5000 and participation in our Executive Automobile Program with an automobile having an

acquisition value of $75000 we provide Mr Lauder additional executive life insurance with face

amount of $5 million with annual premiums paid by us Beginning in fiscal 2011 such insurance is

provided through term life insurance policy

For fiscal 2013 Mr Lauders base salary is $1.5 million and his aggregate target incentive bonus

opportunities are $3.0 million In September 2012 he was granted equity-based compensation with an

aggregate value of $2500000 comprised of stock options in respect of 56561 shares of Class

Common Stock with an exercise price of $59.78 per share RSUs in respect of 10455 shares of Class

Common Stock and PSUs with target payout of 10455 shares of Class Common Stock

Fabrizio Freda Under his employment agreement effective July 2011 Mr Freda is an

employee-at-will and he will continue as President and Chief Executive Officer until his retirement or

other termination of his employment The agreement provides that his base salary and bonus

opportunities will be set by the Compensation Committee and that his equity grants will be determined

by the Stock Plan Subcommittee For fiscal 2012 the Company agreed to recommend to the Stock Plan

Subcommittee stock-based awards under the Amended and Restated Fiscal 2002 Share Incentive Plan

with value equivalent at the time of grant of no less than $5 million with such value determined in

accordance with procedures generally utilized by the Company for its financial reporting at the time of

grant provided however such grant would not exceed or be in respect of more than 1000000 shares

of Class Common Stock at target performance provided that above-target performance payouts on

performance-based awards are not subject to that limitation In addition to benefits generally available

to senior executives e.g annual perquisite reimbursement under our Executive Perquisite Plan of up

to $20000 financial counseling services up to $5000 and participation in the Companys Executive

Automobile Program with an automobile having an acquisition value of $75000 we provide Mr Freda

additional executive term life insurance with face amount of $10 million and travel for his spouse to

accompany him on up to two business-related travel itineraries per fiscal year In addition Mr Freda is

entitled to an annual supplemental deferral computed by taking the difference between $485000 and

the actual vested annual accruals and contributions made to the Companys qualified and non-qualified

pension and qualified retirement savings plans on behalf of the Executive Such deferrals are credited

with interest annually at rate per annum equal to the Citibank base rate but in no event more than

9% Mr Freda will also be reimbursed for relocation costs of his family from New York to Italy in the

event of his termination

60



For fiscal 2013 Mr Fredas base salary is $1750000 and his aggregate target incentive bonus

opportunities are $3.75 million In September 2012 he was granted equity-based compensation with an

aggregate value of $8125000 comprised of stock options in respect of 183822 shares of Class

Common Stock with an exercise price of $59.78 per share RSUs in respect of 33979 shares of Class

Common Stock and PSUs with target payout of 33979 shares of Class Common Stock

On September 24 2012 we made additional grants of equity-based awards to Mr Freda in

recognition of his leadership and our strong and sustained performance The grants are intended to

provide further incentive for him to remain with us for the next five years and further align his goals

with the interests of our stockholders Except in the event of conditions identified below no shares will

vest prior to June 30 2015 We granted him PSUs with an aggregate value of $10 million based on the

grant date price times the number of shares which amount for accounting purposes is expected to be

approximately $11 million and target payout of 162760 shares of Class Common Stock and RSUs

with an aggregate value of $6 million comprised of 97656 shares that vest and are paid out in thirds on

June 30 2015 2016 and 2017 assuming continued employment through the relevant date The PSUs

are divided into three tranches with the first having three-year performance period ending June 30

2015 the second four-year performance period ending June 30 2016 and the third five-year

performance period ending June 30 2017 The payout of these PSUs depends upon the relative total

return to stockholders TSR over the relevant performance period as compared to the companies in

the SP 500 on July 2012 the SP 500 Companies As for performance if during the relevant

performance period our TSR is equal to or greater than the 90th percentile of the TSR of the

SP 500 Companies then the payout shall be 160% of the target number of shares for that tranche

the Maximum Shares if our TSR is at the 60th percentile then the payout shall be 100% of the

target number of shares for that tranche the Target Shares if our TSR is at the 40th percentile

then the payout shall be 35% of the target number of shares for that tranche the Threshold Shares
and if our TSR falls below the 40th percentile of the TSR of the SP 500 Companies then no

payment will be made on the PSUs Percentiles between the 60th percentile and the 90th percentile

shall be interpolated on straight line basis between the Target Shares and the Maximum Shares and

ii between the 40th percentile and the percentile shall be interpolated on straight line basis

between the Threshold Shares and the Target Shares If Mr Freda resigns or is terminated for cause

prior to the end of the relevant performance period for any of the PSUs he will receive no shares If

he dies or becomes disabled prior to the end of the relevant performance period or is terminated

without cause after July 2013 and prior to the end of the performance period then based on plan

achievement the number of shares to be paid out will be multiplied by fraction the numerator of

which will be the number of completed months of service starting with July 2012 and the denominator

of which will be the applicable number of months in the full performance period The PSUs will vest

and be paid out upon Change in Control as defined in the agreement with performance plan

achievement determined by the consideration per share to be received by the holders of the Companys
Class Common Stock relative to the SP 500 Companies Potential payouts of the RSUs upon
termination of employment or Change in Control as defined in the agreement are similar to the

treatments for RSUs described in Potential Payments Upon Termination of Employment or Change of

Control below Dividend equivalents will be paid out in cash in connection with shares that are

earned Shares and cash paid out pursuant to the PSUs and RSUs are subject to applicable tax

withholding requirements

In connection with the renewal of his employment agreement in fiscal 2011 the Stock Plan

Subcommittee granted to Mr Freda the MSU payable in shares of the Companys Class Common
Stock Such MSU will be paid out depending upon performance of the Class Common Stock on the

New York Stock Exchange during the 20 trading days ending June 30 2014 If the average closing stock

price per share of the Class Common Stock during that period the Average Final Price equals or

exceeds $75.00 per share then Mr Freda will receive 320000 shares of Class Common Stock If the

Average Final Price is less than $75.00 per share and equal to or greater than $18.75 per share then
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Mr Freda will receive that number of shares equal to 320000 times the Average Final Price divided by

$75.00 Mr Freda will receive no shares if the Average Final Price is less than $18.75 per share If

Mr Freda resigns or is terminated for cause prior to June 30 2014 he will receive no shares If

Mr Freda dies or becomes disabled prior to June 30 2014 or is terminated without cause after

February 2012 and prior to June 30 2014 then the number of shares to be paid out will be

multiplied by fraction the numerator of which will be the number of completed months of service

starting with July 2010 and the denominator of which shall be 48 The MSU will vest and be paid out

upon Change in Control as defined in the agreement with performance being determined by the

consideration per share to be received by the holders of the Companys Class Common Stock

Dividend equivalents will be paid out in cash in connection with the shares that are earned by

Mr Freda Shares and cash paid out pursuant to the MSU are subject to applicable tax withholding

requirements

John Demsey Under his employment agreement effective July 2010 Mr Demsey is an

employee-at-will and he will continue as Group President until his retirement or other termination of

his employment The agreement provides for his base salary and bonus opportunities to be set by the

Compensation Committee and that his equity grants will be determined by the Stock Plan

Subcommittee In addition to the benefits generally available to our senior executives e.g annual

perquisite
reimbursement under our Executive Perquisite Plan up to $15000 financial counseling

services up to $5000 and participation
in our Executive Automobile Program with an automobile

having an acquisition value of $50000 we provide Mr Demsey additional executive term life

insurance with face amount of $5 million with annual premiums to be paid by us

For fiscal 2013 Mr Demseys base salary is $1.0 million and his aggregate target
incentive bonus

opportunities are $2.5 million In September 2012 he was granted equity-based compensation with an

aggregate value of $4240800 comprised of stock options in respect of 95946 shares of Class

Common Stock with an exercise price of $59.78 per share RSUs in
respect

of 17735 shares of Class

Common Stock and PSUs with target payout of 17735 shares of Class Common Stock

Cedric ProuvØ Under his employment agreement effective July 2011 Mr ProuvØ is an

employee-at-will and he will continue as Group President International until his retirement or other

termination of his employment The agreement provides for his base salary and bonus opportunities to

be set by the Compensation Committee and that his equity grants will be determined by the Stock Plan

Subcommittee In addition to the benefits generally available to our senior executives e.g annual

perquisite reimbursement under our Executive Perquisite Plan up to $15000 financial counseling

services up to $5000 and participation in our Executive Automobile Program with an automobile

having an acquisition value of $50000 we provide Mr ProuvØ additional executive term life insurance

with face amount of $5 million with annual premiums paid by us

For fiscal 2013 Mr ProuvØs base salary is $1.0 million and his aggregate target incentive bonus

opportunities are $2170000 million In September 2012 he was granted equity-based compensation

with an aggregate value of $3651200 comprised of stock options in respect of 82608 shares of Class

Common Stock with an exercise price of $59.78 per share RSUs in respect of 15269 shares of Class

Common Stock and PSUs with target payout of 15269 shares of Class Common Stock

Richard Kunes Under his employment agreement effective July 2009 Mr Kunes is an

employee-at-will Until August 20 2012 he served as Executive Vice President and Chief Financial

Officer From such date until his expected retirement on June 30 2013 he is serving as Executive Vice

President Senior Advisor to the President and Chief Executive Officer The agreement provides for his

base salary and bonus opportunities to be set by the Compensation Committee and that his equity

grants will be determined by the Stock Plan Subcommittee In addition to the benefits generally

available to our senior executives e.g annual perquisite reimbursement under our Executive Perquisite

Plan up to $15000 financial counseling services up to $5000 and participation in our Executive

Automobile Program with an automobile having an acquisition value of $50000 we provide Mr Kunes

additional executive term life insurance with face amount of $5 million with annual premiums to be

paid by us
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For fiscal 2013 Mr Kunes base salary is $870000 and his aggregate target incentive bonus

opportunities are $752000 In September 2012 he was granted equity-based compensation with an

aggregate
value of $3044600 comprised of stock options in respect of 75284 shares of Class

Common Stock with an exercise price of $59.78 per share RSUs in respect of 12733 shares of Class

Common Stock and PSUs with target payout of 12733 shares of Class Common Stock

Tracey Travis Under her employment agreement effective August 20 2012 Ms Travis is an

employee-at-will and will continue as Executive Vice President and Chief Financial Officer until her

retirement or other termination of her employment The agreement provides for base salary and

bonus opportunities to be set by the Compensation Committee and that her equity grants
will be

determined by the Stock Plan Subcommittee

For fiscal 2013 her base salary is $825000 and her aggregate target incentive bonus opportunities

are $825000 In order to induce Ms Travis to join the Company and to compensate her for equity

grants
from her previous employer that were forfeited she was granted equity based compensation with

an aggregate value of $2300000 comprised of stock options in respect
of 52037 shares of Class

Common Stock with an exercise price of $59.78 per share and RSUs in respect
of 19237 shares of

Class Common Stock In addition for fiscal 2013 she was granted equity based compensation with

an aggregate
value of $2600000 comprised of stock options in respect of 58825 shares of Class

Common Stock with an exercise price of $59.78 per share RSUs in respect of 10873 shares of Class

Common Stock and PSUs with target payout of 10873 shares of Class Common Stock

Each agreement described above provides that the executive may elect to defer all or part
of his or

her annual incentive bonus compensation in compliance with Section 409A Each agreement also

provides that benefits under the agreement may be modified by the Compensation Committee at any

time other than in contemplation of Change of Control as defined in the agreement or after

Change of Control Any such modification shall not be effective until at least two years after such

modification is approved by the Compensation Committee

Each employment agreement also provides
that the executive must abide by restrictive covenants

relating to non-competition and non-solicitation during his employment and under certain

circumstances for two years following termination of employment and non-disclosure relating to our

confidential information

The provisions of the employment agreements relating to termination of employment and

payments relating to termination are discussed in Potential Payments upon Termination of

Employment or Change of Control
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Grants of Plan-Based Awards in Fiscal 2012

The following table sets forth information with respect to each award in fiscal 2012 to each Named

Executive Officer of plan-based compensation including bonus opportunities under the EA1F PSUs
RSUs and options to purchase shares of our Class Common Stock under the Amended and Restated

Fiscal 2002 Share Incentive Plan The material terms of the bonus opportunities are described in

Compensation Discussion and Analysis Elements of Compensation Allocation Annual Incentive

Bonuses and the material terms of the PSUs are described in Compensation Discussion and

Analysis Elements of Compensation Allocation Long-Term Equity-Based Compensation

Performance Share Units The material terms of the MSU are described in Employment

Agreements Fabrizio Freda

All Other

All Other Option

Stuck Awards Grant Date

Awards Number Exercise Fair Value
Estimated Possible Payouts Estimated Future Payouts

Number of or Base of
Under Non-Equity Under Equity of Shares Securities Price of Stock and

Incentive Plan Awards Incentive Plan Awards
____________________________ ________________________ of Stuck Underlying Option Option

Grant Threshold Target Maximum Threshold Target Maximum or Units Options Awards Awards

Name Date $/Sh $5
William

Lauder N/A 937500 $3000000 $4500000

9/1/11 6367 12734 19101 625048

9/1/11 20184 990732

9/1/11 67056 $49085 1249924

Fabrizio Freda N/A 1015625 3250000 4875000

9/1/11 15916 31832 47748 1562474

9/1/11 39282 1928157

9/1/11 167652 49.085 3125033

John Demsey N/A 750000 2400000 3600000

9/1/11 9029 18058 27087 886377

9/1/11 22840 1121101

9/1/11 95110 49.085 1772850

Cedric ProuvØ N/A 656250 2100000 3150000

9/1/11 8527 17054 25581 837096

9/1/11 20130 988081

9/1/11 89812 49.085 1674096

Richard

Kunes N/A 235000 752000 1125000

9/1/11 7780 15560 23340 763763

9/1/11 16566 813142

9/1/11 81948 49.085 1527511

The amounts shown represent the possible aggregate payouts in
respect of fiscal 2012 under the

EAIP at the threshold target and maximum levels Actual payouts for fiscal 2012 are

disclosed in the Summary Compensation Table in the column Non-Equity Incentive Plan

Compensation No future payout will be made under this award Measurement of performance is

subject to certain automatic adjustments such as changes in accounting principles the impact of

discontinued operations and non-recurring income/expenses For discussion of the EAIP and the

fiscal 2012 payouts see Compensation Discussion and Analysis Elements of Compensation
Allocation Annual Incentive Bonuses

The amounts shown represent the number of shares of Class Common Stock underlying

threshold target and maximum payout of PSUs granted under the Amended and Restated Fiscal

2002 Share Incentive Plan in fiscal 2012 Future payout of such PSUs is generally subject to the
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achievement by us of our net sales Diluted EPS and ROIC cumulative annual growth rate goals

for the three-year period ending June 30 2014 These goals were set in September 2011 Payout

generally assumes continued employment and is subject to acceleration upon the occurrence of

certain events as described in Potential Payments Upon Termination of Employment or Change of

Control Effect of Termination on Outstanding Awards Under Equity Plans For each executive

officer no payout will be made pursuant to the net sales Diluted EPS nor ROIC cumulative

annual growth rate opportunities unless the threshold for such opportunity is achieved and

additional shares shall be paid out if performance exceeds the targeted performance goals Upon

payout shares will be withheld to cover minimum statutory tax obligations PSUs are accompanied

by dividend equivalent rights that will be payable in cash at the time of payout of the related

shares Measurement of performance is subject to certain automatic adjustments such as changes

in accounting principles the impact of discontinued operations and non-recurring income/expenses

See Compensation Discussion and Analysis Elements of Compensation Long-Term Equity-

Based Compensation Performance Share Units

The amounts shown represent the number of shares of Class Common Stock subject to RSUs

granted under the Amended and Restated Fiscal 2002 Share Incentive Plan in fiscal 2012 RSUs

granted on September 2011 generally vest ratably in thirds on October 31 2012 October 31

2013 and October 31 2014 Vesting of RSUs is subject to continued employment and subject to

acceleration upon the occurrence of certain events as described in Potential Payments Upon

Termination of Employment or Change of Control Effect of Termination on Outstanding Awards

Under Equity Plans RSUs are subject to restrictions on transfer and forfeiture prior to vesting

Upon payout shares will be withheld to cover minimum statutory tax obligations RSUs are

accompanied by dividend equivalent rights that will be payable in cash at the time of payout See

Compensation Discussion and Analysis Elements of Compensation Long-Term Equity-Based

Compensation Restricted Stock Units

The amounts shown represent
the number of shares of Class Common Stock underlying stock

options granted under the Amended and Restated Fiscal 2002 Share Incentive Plan in fiscal 2012

The exercise price of the stock options is equal to the closing price of our Class Common Stock

on the date of grant and under our plan the exercise price cannot be lower than such closing

price The stock options become exercisable or vest in thirds beginning with the January

following the first anniversary of the date of grant and the next two January thereafter assuming

continued employment and subject to acceleration upon the occurrence of certain events as

described in Potential Payments Upon Termination of Employment or Change of Control Effect

of Termination on Outstanding Awards Under Equity Plans and ii expire 10
years

from the

grant date Stock options do not have dividend equivalent rights or any voting rights with respect

to the shares of Class common stock underlying the options See Compensation Discussion and

Analysis Elements of Compensation Long-Term Equity-Based Compensation Stock Options

The amount shown is the total FASB ASC Topic 718 value of the award on the date of grant and

were calculated using assumptions previously described in footnotes and of the Summary

Compensation Table The grant date fair value of PSU awards was calculated assuming the target

payout
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Outstanding Equity Awards at June 30 2012

The following table sets forth information with
respect to stock options RSUs PSUs and the MSU

outstanding on June 30 2012 under our plans existing at the time of grant for each Named Executive

Officer In the section of the table relating to Stock Awards the first second and third rows set forth

RSUs and PSUs granted to the Named Executive Officers other than Mr Freda in September 2009
2010 and 2011 respectively For Mr Freda the first row represents the RSU grant made to him in July

2009 RSU and PSU grants made to him in September 2009 2010 and 2011 are reflected in the second

third and fifth rows The MSU granted to him in February 2011 is reflected on the fourth row Share

amounts option exercise prices and related information in the table and accompanying notes have been

adjusted to reflect the two-for-one stock split of the Class Common Stock effective January 20 2012

Option Awards Stock Awards

Equity

Incentive Equity

Plan Incentive

Awards Plan

Number Awards

Equity Number Market of Market or

Incentive of Value of Unearned Payout

Plan Shares Shares Shares Value

Number of Number of Awards or or Units or of Unearned

Securities Securities Number of Units of Units of Other Shares

Underlying Underlying Securities Stock Stock Rights Units or

Unexercised Unexercised Underlying That That That Other

Options Options Unexercised Option Have Have Have Rights

Unearned Exercise Option Not Not Not That Have

Exercisable Unexercisable Options Price Expiration Vested Vested Vested Not Vested

Name Date $3 $5
William Lauder 300000 $17.500 9/26/2015

300000 19.780 9/20/2016

300000 21.290 9/21/2017

300000 26.415 9/11/2018

118202 59102 17.000 9/2/2019 9804 542112 44118 2439505

41376 82756 29.040 9/1/2020 14348 789427 32283 1776211

67056 49.085 9/1/2021 20184 1102955 19101 1043774

Fabrizio Freda 150000 26.415 9/11/2018 79602 4401593

236406 118204 17.000 9/2/2019 19608 1084224 88236 4879010

82754 165508 29.040 9/1/2020 28696 1578854 64566 3552421

230912 12618186

167652 49.085 9/1/2021 39282 2146565 47748 2609189

John Demsey 45000 17.000 9/2/2019 7816 432186 35169 1944670

108972 29.040 9/1/2020 18894 1039548 42510 2338900

95110 49.085 9/1/2021 22840 1248092 27087 1480169

Cedric ProuvØ 45000 17.000 9/2/2019 7816 432186 35169 1944670

50344 100688 29.040 9/1/2020 17458 960539 39279 2161131

89812 49.085 9/1/2021 20130 1100004 25581 1397874

Richard Kunes 40000 17.000 9/2/2019 6948 384190 31263 1728688

95248 29.040 9/1/2020 16514 908600 37155 2044268

81948 49.085 9/1/2021 16566 905249 23340 1275414

Each of the stock options set forth in the table was granted ten years prior to the expiration date

Stock options become exercisable or vest in thirds beginning with the January following the

first anniversary of the date of grant and the next two January thereafter assuming continued

employment and subject to acceleration upon the occurrence of certain events as described in
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Potential Payments Upon Termination of Employment or Change of Control-Effect of

Termination on Outstanding Awards Under Equity Plans and ii expire ten years from the grant

date

RSUs granted to Mr Freda on July 2009 generally vest ratably in thirds on July 2010 2011

and 2012 RSUs granted on September 2009 generally vest ratably in thirds on November

2010 October 31 2011 and October 31 2012 RSUs granted on September 2010 generally vest

ratably in thirds on October 31 2011 October 31 2012 and October 31 2013 RSUs granted on

September 2011 generally vest ratably in thirds on October 31 2012 October 31 2013 and

October 31 2014 Vesting of RSUs assumes continued employment and subject to acceleration

upon the occurrence of certain events as described in Potential Payments Upon Termination of

Employment or Change of Control-Effect of Termination on Outstanding Awards Under Equity

Plans As of June 30 2012 the Named Executive Officers had earned dividend equivalents on

outstanding unvested RSUs with dollar values as follows Mr Lauder $35030 Mr Freda

$163021 Mr Demsey $38179 Mr ProuvØ 35464 and Mr Kunes $31724

The amounts represent the sum of the product of $54.12 which was the closing price of the

Class Common Stock on June 29 2012 the last trading day of fiscal 2012 and ii the number

of shares of Class Common Stock underlying the RSUs and the dividend equivalents

The amount of shares represents the maximum level of payout of shares of Class Common

Stock underlying the outstanding PSUs granted in September 2009 the fiscal 2010 PSUs
September 2010 the fiscal 2011 PSUs and September 2011 the fiscal 2012 PSUs Payouts

under the fiscal 2010 PSUs were made in September 2012 at levels reflecting achievement at

maximum for all goals The shares of Class Common Stock paid out to the Named Executive

Officers were as follows Mr Lauder 44118 Mr Freda 88236 Mr Demsey 35169

Mr ProuvØ 35169 and Mr Kunes 31263 Each also received cash payment reflecting dividend

equivalents on such shares as follows Mr Lauder $51839 Mr Freda $103677 Mr Demsey

$41324 Mr ProuvØ $41324 and Mr Kunes $36734 Payouts if any under the fiscal 2011 PSUs

will be made in early fiscal 2014 assuming the performance criteria are achieved Payouts if any
under the fiscal 2012 PSUs will be made in early fiscal 2015 assuming the performance criteria are

achieved As of June 30 2012 the Named Executive Officers had dividend equivalents on

outstanding fiscal 2011 PSUs and fiscal 2012 PSUs at the maximum payout level with dollar values

as follows Mr Lauder $39082 Mr Freda $83177 Mr Demsey $52480 Mr ProuvØ

$48781 and Mr Kunes $45693 The number of shares for Mr Freda underlying the MSU is the

number of shares that would be paid out if the Average Final Price in June 2014 was $54.12 the

closing price of the Class Common Stock on June 30 2012 and based on such number of

shares the dividend equivalents on his outstanding MSU would amount to $121229

The amounts represent the sum of the product of $54.12 which was the closing price of the

Class Common Stock on June 29 2012 the last trading day of fiscal 2012 and ii the number

of shares of Class Common Stock underlying the PSUs or that would be paid out under the

MSU if $54.12 was the average final price under the MSU and dividend equivalents in respect

of such PSUs and the MSU The PSU amounts are at maximum payout level for each grant The

MSU amount reflects the number of shares of Class Common Stock that would be paid out if

$54.12 was the average final price under the MSU
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Option Exercises and Stock Vested in Fiscal 2012

The following table sets forth as to each Named Executive Officer information on exercises of

stock options and vesting of RSUs and PSUs during fiscal 2012 including the number of shares of

Class Common Stock underlying options exercised in fiscal 2012 ii the
aggregate

dollar value

realized upon exercise of such options iii the number of shares of Class Common Stock received

from the vesting of RSUs during fiscal 2012 and payout of PSUs on September 2011 and iv the

aggregate dollar value realized upon the vesting of RSUs duringfiscal 2012 and payout of PSUs on

September 2011 Share amounts and option exercise prices in the table and accompanying notes have

been adjusted to reflect the two-for-one stock split of the Class Common Stock effective January 20

2012

Option Awards Stock Awards

Number of Shares Value Realized Number of Shares Value Realized

Acquired on Exercise on Exercise Acquired on Vesting on Vesting

Name $1 $3

William Lauder 600000 $21216000 123776 6126034

Fabrizio Freda 200000 5826965 226726 11161118

John Demsey 141152 4655661 57634 2850196

Cedric ProuvØ 415000 10 15115774 52220 11 2582888 11

Richard Kunes 120956 12 4507429 44466 13 2198873 13

Represents the difference between the closing price of the Class Common Stock on the

exercise date and the exercise price multiplied by the number of shares underlying each option

exercised

Represents the vesting and payout of portion of the RSUs granted on September 11 2008

July 2009 September 2009 September 2009 and September 2010 Also represents the

vesting and payout on September 2011 of the PSUs granted on September 11 2008

Represents the product of the number of shares vested or paid out and the closing price of the

Class Common Stock on the vesting or payout date plus the amount of the dividend

equivalent rights attached to the RSUs and PSUs that was payable in cash at the time of the

payout of the shares

The options exercised by Mr Lauder had an exercise price of $21.55 per share and were granted

on August 24 2004

Includes 62476 shares withheld from Mr Lauder to satisfy taxes at value of $3042441

The options exercised by Mr Freda had an exercise price of $26.415 per share and were granted

on September 11 2008

Includes 112542 shares withheld from Mr Freda to satisfy taxes at value of $5483011

The options exercised by Mr Demsey had exercise prices ranging from $17.00 to $29.04 per

share and included options granted on September 11 2008 September 2009 and September

2010

Includes 29094 shares withheld from Mr Demsey to satisfy taxes at value of $1417003

10 The options exercised by Mr ProuvØ had exercise prices ranging from $17.00 to $26.415 per

share and included options granted on September 20 2006 September 21 2007 September 11

2008 and September 2009

11 Includes 24144 shares withheld from Mr ProuvØ to satisfy taxes at value of $1175777

12 The options exercised by Mr Kunes exercise prices ranging from $17.00 to $29.04 per share and

include options granted on September 11 2008 September 2009 and September 2010

13 Includes 20554 shares withheld from Mr Kunes to satisfy taxes at value of $1001026
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Pension Benefits

We provide retirement benefits to our employees in the United States including the Named

Executive Officers through qualified and non-qualified defined benefit pension plans These plans

include The Estee Lauder Companies Retirement Growth Account Plan RGA Plan and the Estee

Lauder Inc Benefits Restoration Plan the Restoration Plan respectively The non-qualified

Restoration Plan provides for pension benefit payments which employees would have received under

the RGA Plan if eligible compensation including deferred salary and bonuses where the RGA Plan

allows had not been subject to certain compensation limits as dictated by tax laws under ERISA that

apply to qualified retirement plans

Retirement benefits under the plans are the aggregate amount of annual credits defined as or

5% of total annual compensation including bonus with certain items excluded plus annual interest

credits thereon based on government index of not less than 4% The aggregate amount is payable as

one-time lump sum under both plans or converted to monthly lifetime payments under the RGA

Plan

Executive officers who have worked for our subsidiaries outside the United States may also be

covered under Company-sponsored pension plans covering such employees None of the Named

Executive Officers are covered under such plans

We do not have any policies with respect to granting additional
years

of credited service except as

provided in certain termination provisions as reflected in executive officer employment agreements

Benefits attributable to the additional years of credited service are payable by us pursuant to the terms

of applicable employment agreements and are not payable under either the RGA Plan or the

Restoration Plan

In connection with his agreement to join the Company in November 2007 and continued in his

current agreement Mr Freda is entitled to an annual supplemental deferral computed by taking the

difference between $485000 and the actual vested annual accruals and contributions made to the

Companys qualified and non-qualified pension and qualified retirement savings plans on his behalf

Such deferrals are credited with interest as of each June 30 during the term of deferral compounded

annually at an annual rate equal to the annual rate of interest announced by Citibank N.A in New

York New York as its base rate in effect on such June 30 but in no event more than 9%

Set forth in the table below is each Named Executive Officers years of credited service and the

present value of his accumulated benefit under each of the pension plans and executive employment

agreements pursuant to which he would be entitled to retirement benefit in each case computed as
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of the same pension plan measurement date used for financial statement reporting purposes with

respect to our audited financial statements for the fiscal year ended June 30 2012

Number of Years Present Value of Payments During

Credited Service Accumulated Benefit Last Fiscal Year

Name Plan Name

William Lauder RGA Plan 26 375542 $0

Restoration Plan 2646141

Fabrizio Freda RGA Plan 31506

Restoration Plan 379588

Employment Agreement 1800607

John Demsey RGA Plan 21 316183
Restoration Plan 1555985

Cedric ProuvØ RGA Plan 19 197666

Restoration Plan 1043864
Richard Kunes RGA Plan 26 361855

Restoration Plan 812417

Service shown is allocation service as of June 30 2012 and is used to determine the level of annual

credits for calendar 2012

The present values of accumulated benefits reflected in the table above were calculated based on

the assumption that the benefits under the pension plans would be payable at the earliest retirement

age at which unreduced benefits are payable age 65 The present values for the RGA Plan also

reflect the assumption that 80% of benefits are payable as one-time lump sum and 20% are payable

as lifetime monthly payments Amounts calculated under the pension formula based on compensation

that exceeds IRS limits will be paid under the Restoration Plan and are included in the present values

shown in the table above The present values for the Restoration Plan also reflect the assumption that

100% of the benefits are payable as one-time lump sum The present value of accumulated benefits

under the RGA and Restoration Plans was calculated using 3.9% pre-retirement discount rate and

RP 2000 mortality table projected to 2018 for annuities and 5% discount rate and GAR 1994

mortality table for lump sums consistent with the assumptions used in the calculation of our benefit

obligations as of June 30 2012 as disclosed in Note 13 to our audited consolidated financial statements

included in the Annual Report on Form 10-K for the fiscal year ended June 30 2012
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Non qualified Deferred Compensation in Fiscal 2012 and at June 30 2012

Set forth in the table below is information about contributions and earnings if any credited to the

accounts maintained by the Named Executive Officers under nonqualified deferred compensation

arrangements and the account balances on June 30 2012

Executive Registrant Aggregate Aggregate Aggregate

Contributions in Contributions in Earnings in Withdrawals Balance at

Last FY Last FY Last FY Distributions Last FYE

Name $1 $2
William Lauder $193371 $6079031

Fabrizio Freda

John Demsey

Cedric ProuvØ

Richard Kunes 212280 6673495

Pursuant to their employment agreements deferred compensation accounts of the Named

Executive Officers who are either required or elect to defer compensation are credited with

interest as of each June 30 during the term of deferral compounded annually at an annual rate

equal to the annual rate of interest announced by Citibank N.A in New York New York as its

base rate in effect on such June 30 but in no event more than 9% As of June 30 2012 the

interest rate used for crediting purposes was 3.25% as compared with 120% of the applicable

federal rate of 4.87% As such there was no interest credited in excess of 120% of the applicable

federal rate reflected in the Aggregate Earnings in Last FY column above or were reported in

the Summary Compensation Table Change in Pension Value and Nonqualified Deferred

Compensation Earnings

The Aggregate Balance at Last FYE column above includes for Mr Lauder salary deferrals

from fiscal 2003 through fiscal 2011 as reported in the Summary Compensation Table contained in

prior proxy statements in the amount of $3894000 and interest thereon of $1006111 and the

deferral of 50% of his fiscal 2003 bonus as reported in the Summary Compensation Tables

contained in prior proxy statements in the amount of $763500 and interest thereon of $415420

and ii for Mr Kunes the deferral of 100% of his fiscal 2000 through fiscal 2010 bonuses as

reported in the Summary Compensation Tables contained in prior proxy statements in the amount

of $5096350 and interest thereon of $1577145
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Potential Payments upon Termination of Employment or Change of Control

Events of Termination under the Employment Agreements

We have entered into employment agreements with each of our Named Executive Officers See

Employment Agreements above These agreements provide for certain payments and other benefits if

Named Executive Officers employment is terminated under circumstances specified in his respective

employment agreement including after change of control of our Company as defined below The

descriptions below of the termination provisions of the employment agreements are based on the

employment agreements as in effect on June 30 2012

Termination of Employment Upon Permanent Disability We may terminate Named Executive

Officers employment at any time by reason of permanent disability as defined below in which

event the executive will be entitled to receive

any accrued but unpaid salary and other amounts to which he is otherwise entitled prior to the

date of termination

bonus compensation earned but not paid that relates to any Contract Year as defined below

ended prior to the date of termination

unpaid bonus compensation otherwise payable for the Contract Year in which such disability

occurred pro-rated to the date of termination

his base salary in effect at the time of termination less disability payments for period of one

year
from the date of termination the Disability Continuation Period and

reimbursement for financial counseling services in the amount of $5000 for period of one year

from the date of termination

In addition the executive will be entitled to continue to participate to the extent permitted by

applicable law and the applicable plan in our health care life insurance and accidental death and

dismemberment insurance benefit plans during the Disability Continuation Period disregarding any

required delay in payments pursuant to Section 409A of the Internal Revenue Code Section 409A
Since continued participation in the 401k Savings Plan and the RGA Plan is not permitted under law

during the Disability Continuation Period the executive will be entitled to receive cash payments

equivalent in value to his continued participation in all qualified and non-qualified pension plans and

the maximum matching contribution allowable under the 401k Savings Plan the Pension

Replacement Payment during the Disability Continuation Period See Effect of Certain Tax

Regulations on Payments below

For purposes of the employment agreements Contract Year means the 12 month period

beginning July during the term of the employment agreement Permanent Disability means

disability as defined under our applicable insurance policy or in the absence of an applicable policy

physical or mental disability or incapacity that prevents the executive from discharging his

responsibilities under his employment agreement for period of six consecutive months or an aggregate

of six months out of any twelve-month period

Termination of Employment Upon Death In the event of the executive officers death during the

term of his employment his beneficiary or legal representative will be entitled to receive

any accrued but unpaid salary and other amounts to which the executive otherwise was entitled

prior to the date of his death

bonus compensation earned but not paid that relates to any Contract Year ended prior to his

death
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unpaid bonus compensation otherwise payable for the Contract Year in which his death occurred

pro-rated to the date of his death

reimbursement for financial counseling services in the amount of $5000 for period of one year

from the date of his death and

his base salary in effect at the time of his death for period of one year from the date of his

death

Termination of Employment Other than for Cause Death or Disability Termination for Material

Breach We may terminate the executives employment for any reason other than for cause as

defined in the employment agreement upon 90 days prior written notice In the event of our

termination of the executives employment other than for cause disability or death or termination

by the executive for an uncured material breach as defined below the executive will be entitled to

any accrued but unpaid salary and other amounts to which he is otherwise entitled prior to the

date of termination

bonus compensation earned but not paid that relates to any Contract Year ended prior to the

date of termination

unpaid bonus compensation otherwise payable for the Contract Year in which termination

occurred pro-rated to the date of termination

his base salary in effect at the time of termination for period ending on date two years from

the date of termination

bonus compensation equal to 50% of the average
of incentive compensation bonuses previously

paid or payable to the executive under the EAIP during the past two completed fiscal years

reimbursement for financial counseling services in the amount of $10000 for period of two

years
from the date of termination and

participation for period ending on date two years
from the date of termination to the

extent permitted by applicable law in our benefit plans and receipt of cash payments equivalent

in value to his Pension Replacement Payment during such period

For purposes of the agreements material breach is material reduction in the executives

authority functions duties or responsibilities material reduction in the executives target

compensation unless such reduction is similar to other officers and/or employees generally or our

failure to pay any award to which the executive is entitled under his employment agreement

Termination of Employment Following Change of Control In the event the executive terminates

his employment for good reason as defined below within years of change of control of our

Company as defined below he is entitled to receive payments and benefits as if his employment were

terminated by us without cause In the event of termination by us or by the executive for good

reason after change of control the executive will also be entitled to reimbursement for outside legal

counsel up to $20000

For purposes of the agreements good reason means that the executive is assigned duties that

are materially inconsistent with his position his position is materially diminished we breach the

compensation arrangements of the employment agreement and fail to timely cure the breach the

executive is required to relocate to any location more than 50 miles from the location at which he

performed his services prior to the change of control or we fail to have any successor company assume

the executives employment agreement
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For purposes of the employment agreements change of control is deemed to have occurred

upon any of the following events

during any period of two consecutive years the individuals who at the beginning of such period

constituted our board of directors or any individuals who would be continuing directors as
defined below cease for any reason to constitute majority of the board of directors

our Class Common Stock ceases to be publicly traded

our board of directors approves any merger exchange consolidation or similar business

combination or reorganization the consummation of which would result in the occurrence of an

event described in the bullet points above and such transaction is consummated

our board of directors approves sale of all or substantially all of our assets and such

transaction is consummated or

change of control of nature that would be required to be reported under the SECs proxy
rules

However changes in the relative beneficial ownership among members of the Lauder family and

family-controlled entities would not by themselves constitute change of control and any spin-off of

one of our divisions or subsidiaries to our stockholders would not constitute change of control

Continuing directors mean the directors in office on the effective date of the executive officers

employment agreement and any successor to those directors and any additional director who was

nominated or selected by majority of the continuing directors in office at the time of his or her

nomination or selection

Termination for Cause In the case of termination by us for cause as defined below the

executive will be entitled to receive his accrued but unpaid salary and any benefit under our employee

benefit programs and plans as determined under such programs and plans upon and as of such

termination

For purpose of the agreements cause means that the executive has engaged in any of list of

specified activities including his material breach of or willful refusal to perform his duties under the

agreements other than because of disability or death his failure to follow lawful directive of the

Chief Executive Officer or Executive Chairman or the Board of Directors that is within the scope of

his duties willful misconduct unrelated to us that could reasonably be anticipated to have material

adverse effect on us gross negligence that could reasonably be anticipated to have material adverse

effect on us violation of our Code of Conduct drug or alcohol abuse that materially affects his

performance or conviction of entry of guilty plea or no contest for felony

Voluntaty Termination The executive may terminate his employment for any reason at any time

upon 90 days prior written notice in which event we will have no further obligations after termination

other than to pay the executives accrued but unpaid salary bonus compensation if any earned but not

paid that relates to any Contract Year ended prior to the date of termination and benefits under our

employee benefit plans and programs as determined by such plans and programs upon and as of such

termination

Condition Precedent to Receipt of Payments upon Termination

The employment agreements require as precondition to the receipt of the payments described

above that the Named Executive Officer execute general release of claims against us and our

subsidiaries and affiliates The release does not apply to rights that the executive may otherwise have to

any payment of benefit provided for in his employment agreement or any vested benefit the executive
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may have in any of our benefit plans The agreements also include provisions relating to nondisclosure

of our confidential information and non-competition with us

Modification of Severance Payments and Benefits

The employment agreements provide that changes to severance payments and benefits may be

made by the Compensation Committee or the Stock Plan Subcommittee for changes related to matters

under its authority except at such time the Company is contemplating one or more transactions that

will result in Change of Control or after Change of Control Moreover any changes made to

severance payments or benefits without the consent of the executive will not be effective until two years

after such change is approved by the Compensation Committee or Stock Plan Subcommittee

Effect of Certain Tax Regulations on Payments

Effect of Excise Tax on Parachute Payments Under the employment agreements of the Named
Executive Officers if any amount or benefit paid under their respective agreements taken together

with any amounts or benefits otherwise paid to the executive by us or any of our affiliated companies

are parachute payments subject to excise tax under Section 4999 of the Internal Revenue Code the

amounts paid to the executive will be reduced but not below zero to the extent necessary to eliminate

the excise tax

The Compensation Committee has authorized us to amend the agreements with the Named
Executive Officers to provide that an executive may elect to pay the excise tax on such payments rather

than be subject to the reduction mentioned above if this results in higher net after tax payments To

date such amendments have not yet been made and we do not expect that the change in this provision

will have an impact on any of our Named Executive Officers Such provision has been included in the

employment agreement with Tracey Travis

Effect of Section 409A on Timing of Payments Under the employment agreements any amounts

that are not exempt from Section 409A will be subject to the required six-month delay in payment after

termination of service provided that the executive is specified employee for purposes of

Section 409A at the time of termination of service Amounts that otherwise would have been paid

during this six-month delay will be paid in lump sum on the first day after such period expires

Effect of Termination on Outstanding Awards under Equity Plans

Under our Amended and Restated Fiscal 2002 Share Incentive Plan executives may be awarded

stock options stock appreciation rights stock awards RSUs PSUs or MSUs

The exercise of stock options or stock appreciation rights after termination of employment and the

payment of RSUs PSUs or the MSU are subject to the executive neither competing with nor taking

employment nor rendering service to one of our competitors without our written consent nor

conducting himself in manner adversely affecting us

Permanent Disability Upon the executives total and permanent disability as determined under

our long-term disability program stock options that are not yet exercisable become immediately

exercisable and may be exercised until the earlier of one year after the last day of salary continuation

or the expiration of the option term RSUs will vest pro rata for the number of full months the

executive was employed or receiving salary continuation payments during the applicable vesting period

and will be paid in accordance with the awards vesting schedule The MSU will vest pro rata for the

number of full months the executive served prior to termination and the Average Final Price will be

determined for the 20 trading days ending on such termination The executive will be entitled to pro

rata payment of PSUs for the number of full months the executive was employed or receiving salary

continuation payments during the award period with the payment to be made at the same time
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payments for the award period are paid to active executives If the executive officer is retirement

eligible the provisions relating to termination upon retirement will apply in lieu of the provisions

relating to permanent disability

Termination of Employment Upon Death Upon the executives death stock options that are not

yet exercisable become immediately exercisable and may be exercised until the earlier of one year after

death or the expiration of the option term For stock options granted before 2007 the ability to

exercise one year after death is not limited by the option term RSUs will vest pro rata for the number

of full months the executive was employed or was receiving salary continuation payments during the

applicable period The MSU will vest pro rata for the number of full months the executive served prior

to death and the Average Final Price will be determined for the 20 trading days ending on such date

of death The executive officer will also be entitled to pro rata payment of PSUs for the number of

full months the executive was employed or receiving salary continuation payments during the award

period RSUs and PSUs will be paid as soon as practicable
after the executives death If the executive

officer is retirement eligible the provisions relating to termination upon retirement will apply in lieu of

the provisions relating to death

Termination of Employment Upon Retirement Upon formal retirement under the terms of our

RGA Plan stock options that are not yet exercisable become immediately exercisable and may be

exercised until the end of the option term RSUs will continue to vest and be paid in accordance with

the vesting schedule The MSU will be forfeited The executive officer will be entitled to payment of

PSUs as if he had been employed throughout the entire award period with payment to be made at the

same time such awards are paid to active executives

Termination of Employment by Us Other than for Cause Death or Disability Upon termination of

employment without cause as defined in the Amended and Restated Fiscal 2002 Share Incentive

Plan by us stock options that are not yet exercisable become immediately exercisable and may be

exercised until the earlier of 90 days after the last day of salary continuation or the end of the option

term RSUs will vest pro rata for the number of full months receiving salary continuation payments

during the vesting period of the award and be paid in accordance with the vesting schedule The MSU

will be forfeited if such termination occurs before the end of the first year of the award period

However if termination occurs after the end of the first year of the award period the executive will be

entitled to pro rata payout for the number of full months the executive served prior to termination

and the Average Final Price will be determined for the 20 days ending on such termination PSUs are

forfeited if such termination occurs before the end of the first year of the award period However if

termination occurs after the end of the first year
of the award period the executive will be entitled to

pro rata payout for the number of full months the executive was receiving salary continuation payments

during the award period with the payment to be made at the same time such awards are paid to active

executives If the executive officer is retirement eligible the provisions relating to termination upon

retirement will apply in lieu of the provisions described in this paragraph

Voluntaiy Termination Termination of Employment for Cause Upon termination of employment by

the executive without cause stock options that are exercisable may be exercised until the earlier of

90 days after termination or the end of the option term Stock options not yet exercisable as of the

termination date are forfeited Upon termination of employment by the executive other than

retirement or termination of employment for cause during the applicable employment period RSUs

PSUs and the MSU are forfeited

Effect of Change in Control Upon change in control as defined in the Amended and

Restated Fiscal 2002 Share Incentive Plan the Stock Plan Subcommittee administering the Plan may

accelerate the exercisability or vesting of stock options granted prior to fiscal 2011 Each RSU will vest

and become payable in shares as soon as practicable but not later than two weeks after the change of

control Each PSU will become payable in shares equal to the target
award amount as soon as
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practicable but not later than two weeks after the change of control If the executive officer is

retirement eligible the provisions relating to termination upon retirement will apply in lieu of the

provisions
described in this paragraph Beginning in fiscal 2011 if stock options are assumed by an

acquirer then exercisability will be accelerated after change in control if the executive is terminated

without cause or the executive terminates for good reason Similarly if RSUs are assumed by the

acquirer vesting will be accelerated after change in control if the executive is terminated without

cause or the executive terminates for good reason PSUs granted in fiscal 2011 and fiscal 2012 will

become payable after change in control in shares equal to the greater of the target award or what the

payout would be based on performance as if the performance period ended on the date of the change

in control The MSU granted in fiscal 2011 will vest and become payable in shares as soon as

practicable but no later than two weeks after change of control

Effect of Employment Agreements on Equity Awards Under the employment agreements if the

executives employment with us is terminated as result of death or disability or by us without cause

and the executive is not eligible for retirement under the terms of our qualified defined benefit pension

plan all stock options previously granted to the executive will vest and become immediately exercisable

until the earlier of one year
after such termination or the end of the option term subject to the

non-competition and good conduct provisions of the executives employment agreement All RSUs and

PSUs granted to the executive shall continue to vest through the last date that base salary
continuation

payments if any are made

Effect of Section 409A on Equity Awards Payment of amounts subject to Section 409A is

permitted only upon certain defined events including change of control that satisfies the definition

under Section 409A and related regulations
In September 2007 we amended the definition of change

of control in the Amended and Restated Fiscal 2002 Share Incentive Plan to comply with

Section 409A In addition if any payment under any equity award is subject to Section 409A the

required six-month delay after termination of service will apply to that payment

Potential Payments in the Event of Termination at the End of Our Last Fiscal Year

The following tables describe potential payments and other benefits that would have been received

by each Named Executive Officer or his estate under his employment agreement if employment had

been terminated under various circumstances on June 30 2012 the last business or trading day of our

most recent fiscal year

The following assumptions and general principles apply with respect
to the following tables

The tables reflect estimates of amounts that would be paid to the Named Executive Officer

upon the occurrence of termination The actual amounts to be paid to Named Executive

Officer can only be determined at the time of the actual termination

Named Executive Officer is entitled to receive amounts earned during his term of

employment regardless of the manner in which the Named Executive Officers employment is

terminated These amounts include accrued but unpaid salary and bonus compensation earned

but not paid that relate to any Contract Year ended prior to his termination and in all

circumstances but termination for cause unpaid bonus compensation otherwise payable for the

Contract Year in which termination occurred pro-rated to the date of termination These

amounts are not shown in the tables

The amounts of equity-based awards reflect unvested awards as of the date of the termination

event or change of control for which vesting continues post termination or change of control or

is accelerated as result of the event All such awards held by the Named Executive Officers at

June 30 2012 that would have become vested and/or exercisable upon terminating event are

shown at value using the closing stock price on June 29 2012 of $54.62 The value of PSUs
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was computed at target in the event of death and at maximum in the event of all other

applicable termination events

Named Executive Officer will be entitled to receive all amounts accrued and vested under our

401k Savings Plan the RGA Plan the Restoration Plan and any other pension plans and
deferred compensation plans in which the Named Executive Officer participates These amounts
will be determined and paid in accordance with the applicable plans and are not included in the

tables because they are not termination payments

The change in control provisions for stock options and RSUs made under the Amended and
Restated Fiscal 2002 Share Incentive Plan prior to fiscal 2011 and the PSUs and the MSU
provide for single trigger payment events i.e payment is triggered as result of the change of

control itself regardless of the executives continued employment Based upon the unvested

stock options PSUs RSUs and MSU with single trigger held by each of the Named
Executive Officers as of June 30 2012 if change of control had occurred on that date the

Named Executive Officers would have been entitled to the following amounts Mr Lauder
$5175483 Mr Freda $27370745 Mr Demsey $4047256 Mr ProuvØ $4047256 and

Mr Kunes $3813660 Beginning in fiscal 2011 the change in control provisions for stock

options and RSUs made under the Amended and Restated Fiscal 2002 Share Incentive Plan

provide for double trigger payment events i.e payment is triggered as result of change of

control and the executives discontinued employment Based upon the unvested stock options
and RSUs with double trigger held by each of the Named Executive Officers as of June 30
2012 if change of control had occurred on that date the Named Executive Officers would
have been entitled to the following amounts Mr Lauder $7125514 Mr Freda $14882098
Mr Demsey $9318606 Mr ProuvØ $8597006 and Mr Kunes $7934960
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Termination Termination

without without

Cause or by Cause or for

Executive for Good Reason

Voluntary Material After

Retirement Termination Death Disability Breach Change of Control

William Lauder

Base Salary $0 $0 $1500000 $1500000 $3000000 $3000000

Bonus 1993788 1993788

Options
4607014 4607014 4607014 4607014

PSUs 3274377 4911565 5259490 5259490

RSUs 1838521 1838521 2318393 2434494

Continued Health Care

Benefits 23858 47716 47716

Continued Participation in

Pension and Retirement

Plans 83176 269689 269689

Other Benefits and

Perquisites
5000 36798 73596 93596

Reduction to Eliminate Excise

Tax

Total $0 $0 $11224912 $13000932 $17569686 $17705787

Fabrizio Freda

Base Salary $0 $0 $1750000 $1750000 $3500000 $3500000

Bonus 2080750 2080750

Options
9382801 9382801 9382801 9382801

PSUs 6780594 10170891 11040620 11040620

RSUs 8044277 8044277 8985282 9211236

MSU 9463640 9463640 12618186 12618186

Continued Health Care

Benefits 23858 47716 47716

Continued Participation in

Pension and Retirement

Plans 485000 970000 970000

Other Benefits and

Perquisites 5000 53935 107870 127870

Reduction to Eliminate Excise

Tax

Total $0 $0 $35426312 $39374402 $48733225 $48979179

John Demsey
Base Salary $0 $0 $1000000 $1000000 $2000000 $2000000

Bonus 1579688 1579688

Options 4882297 4882297 4882297 4882297 4882297 4882297

PSUs 5763739 5763739 5763739 5763739 5763739 5763739

RSUs 2719825 2719825 2719825 2719825 2719825 2719825

Continued Health Care

Benefits 23858 47716 47716

Continued Participation in

Pension and Retirement

Plans 58655 198984 198984

Other Benefits and

Perquisites 5000 32500 65000 85000

Reduction to Eliminate Excise

Tax

Total $13365861 $13365861 $14370861 $14480874 $17257249 $17277249
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Termination Termination

without without

Cause or by Cause or for

Executive for Good Reason

Voluntary Material After

Retirement Termination Death Disability Breach Change of Control

Cedric ProuvØ

Base Salary $0 $0 $1000000 $1000000 $2000000 $2000000
Bonus 1306525 1306525

Options 4647858 4647858 4647858 4647858
PSUs 3358478 5037716 5503674 5503674
RSUs 1869479 1869479 2376939 2492729
Continued Health Care

Benefits 23106 46212 46212
Continued Participation in

Pension and Retirement

Plans 58819 185326 185326
Other Benefits and

Perquisites 5000 21800 43600 63600
Reduction to Eliminate Excise

Tax

Total $0 $0 $10880815 $12658778 $16110134 $16245924

Richard Kunes

Base Salary $0 $0 $870000 $870000 $1740000 $1740000
Bonus 502763 502763

Options 4286228 4286228 4286228 4286228 4286228 4286228
PSUs 5048370 5048370 5048370 5048370 5048370 5048370
RSUs 2198039 2198039 2198039 2198039 2198039 2198039
Continued Health Care

Benefits 23106 46212 46212
Continued Participation in

Pension and Retirement

Plans 52228 132138 132138
Other Benefits and

Perquisites 5000 33385 66770 86770
Reduction to Eliminate Excise

Tax

Total $11532637 $11532637 $12407637 $12511356 $14020520 $14040520

Includes payments under the medical health and accident and disability plans and programs
maintained by the Company from time to time for senior executives at level commensurate with

the executive officers position

Represents cash equivalent of continued participation in the RGA and Restoration Plans and

maximum match for 401k Savings Plan for one year in the case of disability and two years in

the case of termination without cause termination for material breach or good reason

Includes executive term life insurance premiums and auto allowance in all events other than

termination for cause and death and reimbursement for financial consulting services in all events

other than termination for cause also includes up to $20000 in legal fees upon termination for

good reason after change of control
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ADVISORY VOTE TO APPROVE EXECUTiVE COMPENSATION

Item

As we discussed in the Compensation Discussion and Analysis which begins on page 42 the Board

believes that the Companys compensation program for executive officers is designed to attract and

retain high quality people and to motivate them to achieve both our long-term and short-term goals

Our overall goals are to continue sustainable growth of net sales and profitability on an annual and

long-term basis

As required by Section 14A of the Securities Exchange Act of 1934 this proposal commonly

referred to as the say-on-pay resolution seeks stockholder advisory vote on the compensation of

our Named Executive Officers as disclosed pursuant to Item 402 of Regulation S-K through the

following resolution

RESOLVED that the Companys stockholders approve on an advisory basis the compensation

paid to the Companys named executive officers as disclosed in the Companys Proxy Statement for the

2012 Annual Meeting of Stockholders pursuant to Item 402 of Regulation S-K including Compensation

Discussion and Analysis compensation tables and narratives

Because this is an advisory vote it will not be binding upon the Board However the

Compensation Committee and Stock Plan Subcommittee will take into account the outcome of the vote

when considering future executive compensation arrangements The Company currently intends to hold

an advisory vote to approve executive compensation annually consistent with the advisory vote of the

stockholders at the Companys 2011 Annual Meeting of Stockholders

The Board recommends vote FOR the proposed resolution Proxies received by the Board will be so

voted unless contrary choice is specified in the proxy

APPROVAL OF AMENDMENT TO THE CERTIFICATE OF INCORPORATION TO INCREASE THE

NUMBER OF AUTHORIZED COMMON SHARES

Item

On November 2011 the Board of Directors authorized two-for-one stock split of the Class

and Class Common Stock The split was effected on January 20 2012 in the form of stock dividend

to stockholders of record at the close of business on January 2012 The Company had sufficient

authorized shares of Class and Class Common Stock to effect the stock split The Board of

Directors proposes that stockholders authorize the amendment of the Companys Certificate of

Incorporation to increase the number of authorized shares of Class and Class Common Stock as

follows

Currently
Authorized After

Authorized Amendment

Class Common Stock 650000000 1300000000

Class Common Stock 240000000 304000000

The proposed amendment to the Certificate of Incorporation will be effected by deleting

Section 4.1 thereof in its entirety and inserting the following in lieu thereof

4.1 Authorized Capital Stock The total number of shares of stock that the Corporation shall

have authority to issue is one billion six hundred twenty four million 1624000000 shares consisting

of one billion three hundred million 1300000000 shares of Class Common Stock par value

$.01 per share the Class Common Stock three hundred four million 304000000 shares of

Class Common Stock par value $.01 per share the Class Common Stock and twenty

million 20000000 shares of preferred stock par value $.01 per share the Preferred Stock
issuable in one or more series as hereinafter provided The Class Common Stock and Class

Common Stock shall hereinafter collectively be called Common Stock and the Preferred Stock shall
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also be referred to herein as Preference Stock The number of authorized shares of any class or

classes of capital stock of the Corporation may be increased or decreased but not below the number of

shares thereof then outstanding by the affirmative vote of the holders of majority of the voting

power of the stock of the Corporation entitled to vote generally in the election of directors irrespective

of the provisions of Section 242b2 of the DGCL or any corresponding provision hereinafter

enacted

As of September 11 2012 there were 237683428 shares of Class Common Stock issued and

outstanding exclusive of
treasury shares 42170936 shares of Class Common Stock reserved for

issuance under the Companys share incentive plans including shares underlying outstanding awards
165064204 shares of Class Common Stock in Treasury and 149778082 shares of Class Common
Stock issued and outstanding The adoption of the proposed amendment would provide for an

additional 650000000 shares of Class Common Stock and 64000000 shares of Class Common
Stock for future issuance This would replenish the authorized shares to the levels available for issuance

before the stock split Although these shares would provide further flexibility there are no present

plans for their use The Certificate of Incorporation requires that the Company reserve enough shares

of Class Common Stock to cover the conversion of shares of Class Common Stock currently

149778082 shares and to treat the two classes similarly on matters such as dividends and stock splits

The amendment is intended to provide the required coverage in the event of future two-for-one stock

split on the two classes of Common Stock

The Board of Directors is of the opinion that the proposed increase is in the best interests of the

Company and its stockholders The Board of Directors believes that the Company should have

sufficient authorized but unissued shares for issuance in connection with stock splits and stock

dividends implementation of employee share incentive plans offers of shares for cash mergers and

acquisitions and other proper business purposes In many situations prompt action may be required

which would not permit seeking stockholder approval to authorize additional shares for the specific

purpose on timely basis The Board of Directors believes that it is important to have the flexibility to

act promptly in the best interests of the stockholders

If approved by the stockholders the proposed increase in the number of authorized shares of

Class and Class Common Stock will become effective immediately upon the filing of the

amendment to the Certificate of Incorporation with the Secretary of State of the State of Delaware
which we expect to file promptly after the Annual Meeting The additional shares of Class and

Class Common Stock sought by the amendment will be available for issuance without further action

by stockholders unless such action is required by applicable law or the rules of any stock exchange on

which the Companys securities may be listed The New York Stock Exchange currently requires specific

stockholder approval as prerequisite to listing shares in several instances including an acquisition

where the present or potential issuance of shares could result in an increase of 20% or more in the

number of shares of Common Stock outstanding

Although the proposed increase in the number of authorized shares of Class and Class

Common Stock under certain circumstances could be construed as having an anti-takeover effect the

proposed increased is not in response to specific takeover threat In addition Securities and

Exchange Commission rules require disclosure of charter and bylaw provisions that could have an

anti-takeover effect Possible anti-takeover effects of charter and bylaw provisions include

limitation on the holding of Class Common Stock which carries 10 votes per share as compared to

one vote per share for the Class Common Stock to only members of the Lauder family and certain

controlled entities and trusts ii Board authority to issue one or more series of preferred stock up to

maximum of approximately 20000000 shares presently available iii limitation on the ability to

convene special meeting of the stockholders which may be called only by the Chairman of the Board

of Directors the Chief Executive Officer or the Board of Directors pursuant to resolution adopted by
the affirmative vote of majority of the entire Board and iv classification of the Companys Board of

Directors with staggered terms

The Board recommends vote FOR the proposal to approve the amendment to the Certificate of

Incorporation to increase the number of authorized common shares Proxies received by the Board will be so

voted unless contrary choice is specified in the proxy
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RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

Item

The Audit Committee of the Board of Directors of the Company has appointed the firm of

KPMG LL1 registered public accounting firm to serve as independent auditors of the Company for

the fiscal year ending June 30 2013 subject to ratification of this appointment by the stockholders of

the Company KPMG LLP was first appointed in April 2002 KPMG LLP audited the Companys

financial statements as of and for the year ended June 30 of each year
since the initial appointment

KPMG LLP also audited the effectiveness of internal control over financial reporting as of June 30

2012 and provided an opinion thereon

KPMG LLP is considered by management of the Company to be well qualified The firm has

advised the Company that neither it nor any of its members has any direct or material indirect financial

interest in the Company

For the fiscal years ended June 30 2012 and 2011 the Company paid or will pay the following

fees to KPMG LLP and its affiliates for services rendered during the year or for the audit in respect

of those years

Fee Type Fiscal 2012 Fiscal 2011

in thousands

Audit Fees1 $6523 $6700

Audit-Related Fees2 100 46

Tax Fees3 1725 1064

All Other Fees4 197

Total $8348 $8007

Fees paid for professional services rendered in connection with the audit of the annual financial statements and the

effectiveness of internal control over financial reporting and related opinions statutoy audits of international subsidiaries consents for

registration statements and review of the quarterly financial statements for each fiscal yeai

Represents fees paid for professional services rendered in connection with the audits of the Company employee benefit

plans and other audit related services

Represents fees paid for tax compliance services tax planning and related tax services

In fiscal 2011 KPMG LLP acquired the business of an information technology consulting firm that was providing services

to the Company prior to the acquisition The fees are for certain ongoing projects that were completed after the acquisition All ongoing

projects were completed before the end of fiscal 2011

The Audit Committee of the Board of Directors has considered whether the provision of non-audit

services by KPMG LLP is compatible with maintaining auditor independence In 2002 the Audit

Committee adopted formal policy concerning approval of audit and non-audit services to be provided

by KPMG LLP The policy requires that all services KPMG LLP may provide to the Company

including audit services and permitted audit-related and non-audit services be pre-approved by the

Committee The Chair of the Audit Committee may approve certain permitted non-audit services in

between Committee meetings which services are subsequently reported to and approved by the

Committee In addition for particular permitted services the Chief Financial Officer may approve the

engagement of KPMG LLP provided such engagements will amount to fees of less than an aggregate

of $50000 per fiscal quarter and such engagement is reported to the Chair of the Committee and

reported to and ratified by the Committee at its next meeting All audit and non-audit services

described herein were approved pursuant to this policy for fiscal 2012 and none of the services were

approved by the Audit Committee pursuant to waiver of pre-approval as contemplated by

Regulation S-X Rule 2-01c7iC
One or more representatives of KPMG LLP will be present at the Annual Meeting of

Stockholders will have an opportunity to make statement if he or she desires to do so and will be

available to respond to appropriate questions
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Ratification of the appointment of the independent auditors requires the affirmative vote of

majority of the votes cast by the holders of the shares of Class Common Stock and Class Common

Stock of the Company voting in person or by proxy at the Annual Meeting of Stockholders If the

stockholders do not ratify the appointment of KPMG LLE the Audit Committee of the Board of

Directors will reconsider the appointment

The Board recommends vote FOR the proposal to ratify the appointment of KPMG LLP as

independent auditors of the Company for the fiscal year ending June 30 2013 Proxies received by the Board

will be so voted unless contrary choice is specified in the proxy

Proxy Procedure and Expenses of Solicitation

The Company will hold the votes of all stockholders in confidence from the Company its

directors officers and employees except as necessary to meet applicable legal requirements and to

assert or defend claims for or against the Company ii in case of contested proxy solicitation iii in

the event that stockholder makes written comment on the proxy card or otherwise communicates

his/her vote to management or iv to allow the independent inspectors of election to certify the results

of the vote The Company will retain an independent tabulator to receive and tabulate the proxies and

independent inspectors of election to certify the results

All expenses incurred in connection with the solicitation of proxies will be borne by the Company
The Company will reimburse brokers fiduciaries and custodians for their costs in forwarding proxy

materials to beneficial owners of Common Stock held in their names

Solicitation may be undertaken by mail telephone electronic means and personal contact by

directors officers and employees of the Company without additional compensation

Stockholder Proposals and Director Nominations

If stockholder intends to present proposal for action at the 2013 Annual Meeting and wishes to

have such proposal considered for inclusion in the Companys proxy materials in reliance on Rule 14a-8

under the Securities Exchange Act of 1934 the proposal must be submitted in writing and received by

the Secretary of the Company by May 31 2013 Such proposal also must meet the other requirements

of the rules of the Securities and Exchange Commission relating to stockholder proposals

The Companys bylaws establish an advance notice procedure with regard to certain matters

including stockholder proposals and nominations of individuals for election to the Board of Directors

outside the process of Rule 14a-8 In general notice of stockholder proposal or director nomination

for an annual meeting must be received by the Company not less than 60 days nor more than 90 days

prior to the first anniversary of the date on which the Company first mailed its proxy materials for the

preceding annual meeting of stockholders and must contain specified information and conform to

certain requirements as set forth in the bylaws If the chairman at any meeting of stockholders

determines that stockholder proposal or director nomination was not made in accordance with the

bylaws the Company may disregard such proposal or nomination In addition if stockholder submits

proposal outside of Rule 14a-8 for the 2013 Annual Meeting and the proposal fails to comply with

the advance notice procedure prescribed by the bylaws then the Companys proxy may confer

discretionary authority on the persons being appointed as proxies on behalf of the Board of Directors

to vote on the proposal

Proposals and nominations should be addressed to Spencer Smul Senior Vice President

Deputy General Counsel and Secretary The Estee Lauder Companies Inc 767 Fifth Avenue New

York New York 10153
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Other Information

Management of the Company does not know of any matters that may properly come before the

meeting other than those referred to in the accompanying Notice of Annual Meeting of Stockholders

or other matters incident to the conduct of the meeting As to any other matter or proposal that may

properly come before the meeting including voting for the election of any person as director in place

of nominee named herein who becomes unable or declines to serve and voting on proposal omitted

from this Proxy Statement pursuant to the rules of the Securities and Exchange Commission proxies

will be voted in accordance with the discretion of the proxy holders

SPENCER SMUL
Senior Vice President

Deputy General Counsel

and Secretaiy

New York New York

September 25 2012

The Annual Report to Stockholders of the Company for the fiscal year
ended June 30 2012 which includes

financial statements is available together wish this Proxy Statement at http//www.proxyvoting.com/el
The

Annual Report does not form any part of the material for the solicitations of proxies
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